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Lessons of the Depression 


The utilities are now, for the first time in over three 

years, barely beginning to recover from the unprec- 

edented slump that followed on the heels of the un- 

precedented boom. Are the convalescents now facin 

bigger doses of regulatory medicine from the same ol 

bottles? Or have new remedies been found for the 
ailments revealed during the illness? 


By SAMUEL CROWTHER 


one has learned anything of mo- 
ment from either the boom or the 
depression. And least of all the utili- 
ties—and their critics. 
The belief persists that the boom 


T cannot be said that as yet any- 


was due to extravagance. The cure 
for over spending is less spending. 
And so the reforms and reorganiza- 
tions that to date have come to notice 
have largely to do with economies. 
And most of these economies have to 
do with cutting down the purchasing 
power of the masses—notwithstand- 
ing the fact that only through increas- 


ing purchasing power can debts and 
incomes, whether personal or corpo- 
rate, be brought into a reasonable con- 
sonance. For an ascending spiral we 
have merely substituted a descending 
spiral. 

The point of this is that the utili- 
ties, if things go on as they are, will 
probably receive a strong dose of 
medicine from their doctors under 
the impression that they still have the 
old diseases and have not had enough 
medicine, while, from all that can be 
gleaned, the utilities will half agree 
with the diagnosis of the doctors and 
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bitterly disagree on the amount of 
medicine to be taken. 

The only presently known medicine 
for the utilities is regulation. The 
treatments suggested involve only tak- 
ing larger doses from the old bottle. 
The patient will struggle to survive 
the medicine. But he will not be heard 
to deny that he has the disease he is 
being treated for. 


HE utilities today are extraordi- 

narily unpopular—but not for any 
of the reasons commonly assigned. It 
is true that some of the holding com- 
panies have crashed in such fashion 
as to lend more than color to the wide- 
spread charges of flat and not very 
clever dissembling. A great many in- 
nocent investors and not so innocent 
speculators have lost their fortunes. 
The ethics of many of the higher 
commands have been shown up in no 
pleasant way. These matters are of 
vast concern to the chronic utility 
regulators and to the more responsible 
utility managers. But they touch the 
public not at all. 

The Chicago public, for instance, 
will probably elevate Samuel Insull to 
a pedestal—if only he be prosecuted 
and persecuted enough. And for the 
reason that the Insull companies in 
Chicago maintained the best possible 
relations with consumers. 


oe public is not in the least in- 
terested in the corporate struc- 


ture of the companies which serve it. 
It cares not at all whether the com- 
pany earns or loses money or whether 
the investors in it earn or lose money. 
The number of investors in utilities 
securities is very large, but, consider- 
ing the community as a whole, their 


number is quite too negligible to form 
public opinion. And sympathy in 
America for those who lose money is 
never intense. The only point at 
which the mass of the voters touch 
the utilities is as purchasers of that 
which the utilities have to sell. The 
actions of a collector with a bill mean 
more to the householder than do all 
the great questions of public policy 
put together. Rates, provided they 
are within reason, mean almost noth- 
ing to the household consumers and 
neither do the arguments for or 
against public ownership. The point 
of contact with the utility determines 
the consumer’s frame of mind, and it 
is because this important contact has 
during the depression been left to the 
rigid, mechanical minds of auditors 
and bookkeepers that the public today 
is, except in a very few localities, ut- 
terly against its utilities. 

It is for lower rates, government 
ownership, taxes, or any measures 
that will give the utilities trouble. The 
public does not care a hoot about any 
of these things—not even about rates. 
The agitation about holding com- 
panies passes over their heads, but 
they do believe, rightly or wrongly, 
that the utilities have been arrogant 
and high-handed in their services dur- 
ing a period when nearly everyone, of 
whatever position, has been unable to 
make ends meet. And so, regardless 
of the facts, the reasoning or the con- 
sequences, the public in its present 
frame of mind will vote for any 
change that the utilities oppose. By 
the nature of things they have to vote 
for, but actually, as is their habit, they 
will vote against. And since only the 
small minorities with axes to grind 
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are articulate, the season can be de- 
clared officially open for all plans and 
schemes of regulation which have as 
their eventual end the killing off of 
private ownership and the creation of 
public ownership. 

The cynically humorous phase of 
all this—which seems to be perceived 
by none of the advocates of public or 
of private ownership—is that the 
chief troubles of the utilities today are 
not the things that are talked about, 
but arise out of the fact that the utili- 
ties have to a large degree achieved 
exactly the status they would have 
under public ownership. That is, their 
managements, as in public ownership, 
are largely divorced from the real 
owners of the property and, although 
technically responsible to those own- 
ers, are actually responsible to no one. 
The vices of which the public com- 
plains flow from what the public own- 
ership advocates describe as virtues. 


HE elemental services of all the 

utilities are very simple. The 
mass production of their services has 
none of the style problems of industry 
and the mass distribution of these 
services presents very few difficulties 
in comparison with the merchandising 
of other products. The basic problems 
have largely to do with engineering 
and finance. This is a situation which 
lends itself easily to the creation of 
large units and the direction of these 
units has been peculiarly easy because, 


q 


or in diversity of lines.” 


since the beginning of this century, 
the growth of most of the utilities, 
and particularly the telephone and the 
electrical power industry, has been so 
steady as to lead to the strong belief 
that they were depression proof. That 
idea, of course, no longer holds, but 
all the troubles of the utilities grow 
out of the period in which they were 
depression proof. 

This upward growth of business 
corresponded with and was in part 
dependent on the rise of the general 
price level. But the rising price level 
also caused the dollar prices of the 
actual investments of the utilities, as 
well as the certificates of stock repre- 
senting those investments or the 
equity in them, constantly to rise— 
the dips were never very long or very 
serious. Therefore, with a naturally 
rising business and naturally rising 
dollar values, new money was very 
easy to get and only a management 
with a positive genius for doing the 
wrong thing could get into financial 
trouble. A fatal defect of this easy 
life was that profits did not have to 
be made solely from operations, but 
could be created directly or indirectly 
somewhere down the line by mere 
bookkeeping. The utilities have had 
no great need for able men to direct 
them, and, although they have had 
and still have many able men, the man 
of real ability stood little show against 
the speculator. For the speculator 
could always. give the stockholders a 
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“One of the things which the uttlities are learning, together 
with ail large corporations, is that for profitable operation 
a@ company cannot be too far flung, either geographically 











PUBLIC UTILITIES FORTNIGHTLY 


big, stirring run for their money. By 
no means all the companies did get 
into the hands of speculators, but 
those which did are now giving the 
trouble. Thus much of the regula- 
tion which is now being planned is 
based on premises that are no longer 
valid. 


HE Insull failure has been the 

largest and the most dramatic, 
but all the failures have been more or 
less alike except in detail and all due 
to the same cause. The holding com- 
pany has been the main source of diffi- 
culty, and where the operating com- 
panies have been in trouble it has been 
mainly because they were milked by 
the holding companies. The holding 
company is the target for everyone, 
and one might imagine that it was 
peculiar to the utilities and that its 
methods were conceived in the sin in 
which all utilities are supposed to have 
been born. But when we come to ex- 
amine into the facts, we find that the 
failures of these vast enterprises such 
as the Insulls erected had nothing at 
all to do with the operating utilities 
as such. The holding companies were 
merely investment trusts holding the 
securities of other investment trusts 
by the process of pyramiding. Ona 
rapidly rising security market, dollar 
values could be created out of nothing 
and they were so created. 


| sence the same procedure was 
being carried forward by invest- 
ment trust promoters everywhere. 
Naturally dollar values created by 
bidding on a market that is being 
every minute enlarged by credit infla- 
tion could not last when the credit 
went into reverse and the bidding 


stopped. Many of the utility holding 
companies never had any assets, just 
as many of the investment trusts 
never had any assets. There is noth- 
ing very extraordinary in their rise or 
their collapse. Stocks up to 1929 did 
not rise proportionately higher than 
did bulbs during the Holland bulb 
craze, and the utility trust promoters 
were a good deal more specific than is 
usual with promoters during a boom. 

More than a century ago, during a 
great London boom, the promoters 
ran out of reasons for new stock flota- 
tions. An ingenious citizen, not to be 
daunted, announced that he would re- 
ceive subscriptions for a company, the 
purpose and size of which would later 
be disclosed. His shares went out 
like an avalanche and so, until the end 
of the boom, the promoters did not 
go to the trouble of saying why they 
wanted money. They just got it for 
the asking. 

The regulation of the holding com- 
pany, therefore, in so far as the pro- 
tection of investors is concerned, has 
nothing to do with public service com- 
missions, power commissions, or any- 
thing of the sort. It is a broad cor- 
porate problem involving chain stores 
as much as utility organizations. To 
date no method has been devised of 
preventing the capitalization of noth- 
ing, provided it looks like something. 
The blue sky laws do more harm than 
good, for the inferential approving of 
a stock by a public body leads many 
investors astray. A certain number of 
stocks are patently fraudulent and 
marketed by fake stock men, but these 
people appeal to those individuals who 
are never happy unless being swindled, 
and the losses on fake stocks are quite 
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The Sound—and Unsound—Activities of 
Utility Holding Companies 


eet Bong theory of the holding companies for utili- 
ties is sound and it ought to be possible more 
cheaply to finance the operating companies from a 
central source than to finance them as units. But 
if the largest interest of the directors is in making 
money out of the parent corporation by selling its 
new units or by manipulating its stock, then the 
directors set up an interest adverse to that of the 


stockholders.” 








trivial as compared with the losses on 
legitimate securities. It would be in- 
teresting for some student to take a 
state with a blue sky and compare the 
losses of an investor who put his 
money only into securities that were 
passed with those of an investor who 
put his money only into such securi- 
ties as were not passed. It is unlikely 
that any of these blue sky bodies has 
a better record than our more proimi- 
nent bankers. 


+ I ‘uz problem of finding some 
method of warranting at least 


the honesty of organization of hold- 
ing companies is of vast concern to 
utility men, but it is not in the least a 
utility problem and is bound to be 
messed up if it be considered as one 
instead of as a general corproate prob- 
lem. And it is doubtful if any sort of 
keeper can be devised for a public that 
will buy a utility stock at fifty times 
its earnings—which was the 1929 
record. 

Had these holding companies been 
merely investment trusts, they would 
simply have passed from the scene in 
the same way in which so many of 


the trusts passed, and their passing 
would not have affected the companies 
whose securities they held. But these 
utility holding concerns also sought 
to manage their properties, and the 
morass in which so many find them- 
selves is the same as most of the very 
large industrial corporations are in. 

We may not have come to the limit 
of size in corporations. Indeed, that 
sort of dogma, while common enough, 
is merely repeating the Jeremiah stuff 
of every depression. At some point 
in every depression that I have 
studied, the serious thinkers come out 
with positive statements of the last 
frontiers having been crossed, the last 
machines having been made, and all 
that. It is quite likely that we shall 
have even larger corporations at some 
time in the future. But it is certain 
that we have not yet learned how to 
manage large corporations. 


A BIG corporation in a boom needs 
about as much management as a 
toboggan on a slide. Many great cor- 
porations devised elaborate manage- 
ment schemes during the boom— 
mostly consisting of meetings in 
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which the executives could while 
away their time while the cashiers 
and auditors were looking after the 
money. But when the turn came, all 
these plans fell down and it became 
apparent that every concern had to go 
back to one-man management—and 
there was just no way in which one 
man could direct some of the greatest 
mergers. This has proved to be true 
in every line of manufacturing and 
merchandising. The only large com- 
panies which have been able to func- 
tion in more than a purely mechanical 
way have been the old companies 
which grew naturally and thus pre- 
served a grip on their affairs. 
ys seems certain that, although size 
may not matter, it is out of the 
question to combine a menagerie of 
cats, dogs, lizards, and snakes and ex- 


pect the result to be a harmonious 


whole. So one of the things which 
the utilities are learning, together with 
all large corporations, is that for prof- 
itable operation a company cannot be 
too far flung, either geographically or 
in diversity of lines. 

One of the largest contributions of 
Henry Ford is the lesson that the 
vertical trust does not pay, and there 
is no reason to believe that the hori- 
zontal trust pays. In many of the 
- utility holding companies, just as in 
many of the industrial combinations, 
the main reason for joining together 
companies which could not live to- 
gether has been the profit of buying 
and selling the subsidiary companies. 
We shall now have to see large un- 
scrambling operations if profits by 
some combinations are ever to return. 

Quite as serious and just as basic 
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as the physical composition of the 
holding companies is the question of 
their human management and we shall 
not know what kind of combination 
can and what kind of combination- 
cannot be managed until the ethics of 
management have been worked out— 
not in some code, but in the hearts and 
brains of men. 


Si: wide selling of stock has put 
the actual management of the 
utility holding companies, as it has the 
management of nearly all the larger 
corporations, into the hands of men 
who have no great property stake. 
The managing officers are hired men 
and as such can be expected to do their 
tasks in at least an average manner. 
For few men will shirk full perform- 
ance if given full responsibility. 

The trouble is that the executive 
officers are often not the real manag- 
ers, but are appointees, not of the 
stockholders but of a small group of 
directors whose interests may or may 
not be adverse to that of the stock- 
holders. If this inner group, as has 
so often happened, are speculators, 
then the companies will be just so 
many pawns. 


oe theory of the holding com- 
panies for utilities is sound and 
it ought to be possible more cheaply 
to finance the operating companies 
from a central source than to finance 
them as units. But if the largest in- 
terest of the directors is in making 
money out of the parent corporation 
by selling it new units or by manipu- 
lating its stock, then the directors set 
up an interest adverse to that of the 
stockholders. The revelations that the 
subsidiary corporations have been 
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used to finance the holding company 
are not surprising. That, indeed, is a 
very old game which the Whitney- 
Widener-Elkins crowd were playing 
before most of the present-day players 
were born. The nearly hopeless con- 
dition of the tractions in our major 
cities dates back to the days of free 
and easy consolidation. The utility 
mergers may be heading in the same 
direction. 

If the control of a holding company 
be centralized in a group of specula- 
tors—and the control must be so cen- 
tralized for making quick turns—and 
these speculators are amassing large 
fortunes—it is out of the question to 
have a morale among the rank and 
file of the executives or to gain from 
them other than purely perfunctory 
service. The best men will not work 
under such conditions and hence we 
find in many places that the local com- 
panies are in charge of men who are 
content to wind themselves in the red 
tape issued by the head office and ob- 
serve the rules of the company rather 
than the rules of service. 

This did not matter much while 
things were booming, but as the de- 
pression deepened a detail of manage- 
ment arose which evidently was too 
small to engage the attention of the 
men higher up—they were mostly too 
occupied with keeping their heads 
above water to bother about the op- 


e 


erating activities of their companies. 


fy practically all utility corporations, 
certain rules have been laid down 
as to the payment of bills by small 
consumers. These rules have been 
duly approved by the necessary com- 
missions and constitute part of the 
Bible of the auditors of the large cor- 
porations. The rules are varied, but 
usually provide for a discontinuance 
of service if a bill remains unpaid 
after a certain date. Some companies 
have a charge for restoring service 
after it is discontinued. Many thou- 
sands of formerly well-to-do families 
have been reduced to such financial 
straits that they have not been able to 
pay their bills. In most cases these 
bills are very small and it costs nearly 
the face of the bill to collect them. 
The better class manufacturing and 
retail concerns throughout the country 
have recognized that if a man cannot 
pay, then the best course is to bother 
him as little as possible so that he may 
get on his feet and be able to pay. 
The utilities have only in rare cases, 
and then usually only with the larger 
consumers, recognized that a depres- 
sion was on. Apparently the whole 
issue has been left to the credit men 
and auditors, and they have pushed 
their rules relentlessly. In many cases 
that have come to my notice, credit 
departments have spent more trying 


“IN all the mass of new regulations which are being daily 
proposed by the professors, the economists, and the small 
but active army who can be called the Ististas, there is evi- 
dent the single thought that the directors of the corpora- 
tions cannot be trusted to act for their stockholders or 


their customers.” 
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to collect small accounts than it would 
have cost the company to continue the 
service and earn the good will of the 
small consumers—who have the votes. 
The amount of ill will engendered by 
these tactics has been enormous, for 
the class of men who will take employ- 
ment as bill collectors is never high 
and usually they reflect the disgrace 
of their jobs by being rude and arbi- 
trary. Especially has this been true 
when, with an unconscious and sar- 
donic humor, compani¢s have taken on 
the unemployed to collect bills from 
the unemployed! What this public ill 
will is apt to mean in the way of legis- 
lation has been set out earlier in this 
article. 


iy what I have said concerning the 
underlying causes of the present 
plight of the utilities be true, then 


practically nothing of it can be 
touched by more and more stringent 
regulation. When the Wisconsin com- 
mission attempted to stop the pay- 
ment of dividends, it demonstrated 
not so much arrogance in office or a 
desire for publicity as it did the fu- 
tility of regulation to touch anything 
real and vital. For what it actually 
attempted was the-taking over of the 
discretion supposedly vested in the 
boards of directors because it believed, 
. and no doubt sincerely, that this dis- 
cretion was not being used in the in- 
terest of the stockholders. In all the 
mass of new regulations. which are 
being daily proposed by the profes- 
sors, the economists, and the small but 
active army who can be called the 
Ististas, there is evident the single 
thought that the directors of the cor- 
norations cannot be trusted to act for 
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their stockholders or their customers. 
If that be true, then government own- 
ership is to be preferred to a condition 
in which the management of the utili- 
ties would hang between earth and 
sky. 

HE legal questions involved may 

be of high importance to the 
lawyers, but they are not important 
when approaching the main question. 
This is largely one of common sense 
and common honesty. If the manage- 
ments of the utilities have neither, 
then new laws will not create these 
qualities. There could be no better 
illustration of this than the records of 
the bank examiners. The examiners 
are conscientious and able—within the 
limitations of the bookkeeping mind. 
But they do not save banks from fail- 
ing. For they can only act on the 
records and after the fact. And they 
do not create wise bankers. 

To admit such a condition is un- 
thinkable. On the other hand, it can- 
not do any good to argue that com- 
mon sense and common honesty have 
been traits universal in utility manage- 
ment. There is no point in herding 
the sheep and the goats together. The 
general disposition, however, seems to 
be in exactly that direction. For in- 
stance, because so much of the pub- 
licity of the past has been discovered 
to be foolish, now nearly all publicity 
has been stopped and the cases of the 
well-managed utilities are being al- 
lowed to go by default along with 
those cases which have in them no 
merit. 

HE remedies for the whole con- 


dition are easy enough to state as 
principles, but they present many diffi- 
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culties in practice. None of these dif- 
ficulties are insuperable. In the main, 
the holding company has to be re- 
formed from within until it returns 
to its original and infinitely valuable 
function. That is merely an exercise 
of common sense and, with the hold- 
ing company in its proper function, 
such questions as excessive service 
fees, borrowing and the like will cure 
themselves—for they can have no 
part in a company which is in busi- 
ness and not in speculation. 

The question of size and form of 
management will not be settled by the 


application of any abstract theory, but 
by cutting and trying. Probably the 
answer will be found in centralizing 
engineering and financing the decen- 
tralizing management. For unless a 
human and responsible contact be 
established with the consuming pub- 
lic, nothing else will matter. And that 
need not be impossible. The Catholic 
Church has managed the problem of 
a central government with decentral- 
ized dioceses over many centuries. 

The efficacy of common sense and 
common honesty as regulators can 
scarcely be bettered. 








If You Believe the Newspapers— 


ALEXANDER GRAHAM BELL, the inventor of the telephone, never al- 
lowed an instrument in his own office. 


x 


* 


More revenue is collected by New York city taxicabs than by all 
other transportation facilities in the city combined. 


* 


Bus and railroad transportation companies are facing a formidable 
competitor in the low-priced airplane; an “air flivver” costing only $400 
has just been placed on the market in England. 


* 


Po 


A “PERSONAL service” bureau has been established by a telegraph and 





cable company ; for a small fee this bureau undertakes to remind you 
of your important dates—ranging from wedding anniversaries to busi- 
ness appointments; it even undertakes to send holiday and personal 
anniversary greetings by wire at specified dates to lists of names that 


are presented. 
*x 


To save money on its electric bills, the city of Detroit recently cut 
down on its street lighting. During the first ten months the city saved 
$9,000 a month—but the number of fatal accidents at night increased 
23% per cent, raising the costs of the hospitals and setting the insurance 
companies back somewhere between $200,000 and $300,000. Night 
lighting has been restored. 
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The Effect of the Shorter Work 
Day on Public Service Companies 


Out of the current depression has already come definite indications of 
a shorter work day as a measure to relieve the unemployment prob- 
lem. How will this trend affect the costs of operation—and con- 
sequently the rates—of the railroads and of the utility companies? 


By GEORGE SOULE 


HE movement for shorter work- 

ing hours, which has made slow 

but steady headway ever since 

the introduction of factories and ma- 

chinery, has received increased im- 

petus as a result of the depression. 

The objectives now set are, as a rule, 

either the 5-day week or the 6-hour 

day—sometimes in combination in 
the form of the 30-hour week. 

It is likely that railroads and public 
utilities will be compelled before long, 
in common with the rest of American 
- industry, to move in this direction. 
This is particularly true of the rail- 
roads, where the labor organizations 
have definitely underlined the achieve- 
ment of shorter hours as a major part 
of their policy. 

There are serious problems in the 
application of shorter hours to public 
utilities. Some of these arise from 
the broad economic principles in- 


volved; some are of special concern 
in the case of railroads and utilities 
because these industries are subject to 
public regulation as to their rates and 
finances; some are concerned mainly 
with technical difficulties peculiar to 
the occupations in question. 

Back of the whole discussion is the 
thesis that shorter hours are a neces- 
sary consequence of the advance of 
productive efficiency. Statistics indi- 
cate that productivity has increased 
much more rapidly since 1920 than 
during the war or before it. There is 
general testimony—though there are 
as yet few statistics—to the effect 
that during the depression productive 
efficiency has been advanced more re- 
lentlessly than ever. 


HAT is the relationship between 
shorter hours and an advance in 
efficiency? If—to take a simpie illus- 
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tration—one labor hour in a given 
enterprise will turn out as many units 
of goods or services as two labor 
hours at some previous time, three 
sorts of results can conceivably occur. 
The sale of the goods or services can 
be doubled: in this case, the original 
number of workers can continue to 
be employed for the original number 
of hours. If the total output is not 
increased, however, the number of 
labor hours of employment is neces- 
sarily cut in half. This cut can take 
the form either of employing half as 
many men as before, or of halving 
normal working time. Reduction of 
working hours is, therefore, advo- 
cated as a substitute for unemploy- 
ment. What usually happens is a 
mixture of these three results; they 
are stated as alternatives here for the 
purpose of simplicity in analysis. 


Et us enlarge the example from 
one enterprise to a whole econ- 
omy. Almost every industry increas- 
es its output per labor hour. The same 
alternatives exist as in the isolated 
case. We can, theoretically, enjoy 
the result of efficiency in the form 
either of more goods and services or 
of more leisure. Or we can make a 
judicious combination of the two. 
But, in so far as we do not increase 
our production and consumption of 
goods in step with the growth in effi- 
ciency of operation, we are faced with 
a choice between unemployment and 
shorter working hours. Unemploy- 
ment means enforced and destitute 
leisure of part of the population; 
shorter hours mean an equally shared 
leisure. 


S 


| & 


o far we have been talking of the 
mechanics of physical produc- 
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tion, without considering the mechan- 
ics of economic accounting—of costs, 
wages, and prices. But these form 
an important part of the picture. 
Suppose, again, production per labor 
hour increases throughout the eco- 
nomic order. How is an increased 
output to be sold? Only in one of 
two ways—by decreasing unit selling 
prices, or by increasing the money 
in the hands of consumers. In so far 
as we count on wage-earners as part 
of the consuming population, the 
latter method means increased wage 
earnings. Certainly the wage-earners 
must either benefit from reduced 
prices or have higher wages, if they 
are expected to consume any share 
of the added output. So that, in con- 
sidering a total economy, it is not easy 
to conceive the feasibility, and it is 
impossible to conceive the justice, of 
an increase of production without 
either a reduction of prices or an 
increase of weekly, monthly, and an- 
nual earnings by wage-workers. It 
is possible either to reduce prices or 
increase wages or both, when efficiency 
of operation advances, because fewer 
labor hours per unit of output mean 
lower labor costs. 

Now suppose that prices are not 
reduced and total output is not in- 
creased. As a consequence of in- 
creased efficiency total working time 
is cut—whether by unemployment or 
by shorter hours. If wage rates per 
hour are not advanced, the result is 
that the money paid out to wage- 
earners is diminished. That, in turn, 
lessens their demand in the market 
for goods, and tends to produce more 
unemployment. 

In other words, if we did not en- 
large total output at all when an ad- 
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vance of efficiency took place, we still 
should have to increase wages per 
hour, on the average, enough to pre- 
vent a drop in the total income of 
labor, or else risk a progressive and 
self-activating decline in production 
and employment. 

We should have to do this, that is, 
unless we could find in some other 
economic group a market for the 
goods and services which labor was 
compelled to cease buying. 

. is frequently argued that workers 

dispossessed of their jobs by tech- 
nical advances will, in the long run, 
find jobs in other occupations or new 
industries. Let us suppose—as is not 
always the case—that such opportuni- 
ties exist. The same logic neverthe- 
less applies to the total situation. 
These other occupations and new in- 
dustries must find markets for their 
output, which constitutes an addition 
to the amount of goods and services 
for sale. They can scarcely do so 
without a general increase in purchas- 
ing power, through reduced prices or 
increased wages in the old industries 
as well as in the new ones. 


H1s highly condensed theoretical 

discussion may now be brought 
to bear on the existing situation. It 
leads to the following broad conclu- 
sions : 


q 


higher cost of operation. 


e 


1. Reduced working hours, in a 
period of unemployment, do not in 
themselves constitute a remedy for 
the unemployment but merely a shar- 
ing of it. They may actually transfer 
to the backs of underpaid workers a 
burden of charity previously borne by 
those having larger incomes. 

2. If shorter working hours are to 
be conceived as in any sense a remedy 
for the unemployment resulting from 
technical advances in production, they 
must be accompanied either by re- 
duced prices for the product or by 
higher wage-earnings or both. 

3. Advances in hourly wage rates, 
merely sufficient to keep weekly earn- 
ings at the old level as working hours 
are reduced, are the minimum safe- 
guard against declining production 
and employment, if prices are not re- 
duced. 


HESE considerations bring to 
light a dilemma in the present 
situation of the railroads. 

For a long time the roads, by virtue 
of increased efficiency, have been re- 
ducing the labor hours necessary for 
each unit of service. In recent years 
—even before the depression—this 
tendency has led to unemployment of 
many thousands of railroad workers. 
Shorter hours are now advanced as 
a remedy for the unemployment. In 


“Ir utility companies reduced working hours and paid 
higher hourly wages in order not to decrease the earnings 
of the individual employee, the result would be reflected in 


This would reduce the return 
on the established valuation, and the natural impulse of the 
companies would be to demand higher rates from the regu- 
lating authorities. But higher rates would defeat the entire 
social gain from the transaction,” 
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so far as this means a mere sharing 
of available work, such as has been 
practiced as an emergency measure 
during the depression, it results in 
distributing the burden of unemploy- 
ment among the workers. But this 
is not the goal of the shorter-hours 
movement, nor is it in any sense a 
remedy for unemployment. 

If more employment is to be sup- 
plied to rail-workers, the railroads 
must find a larger sale for their trans- 
portation services. Under existing 
conditions, this can hardly be expect- 
ed except as a result of reductions in 
rates. How could such a reduction 
in rates be made, without forcing 
many railroads into receiverships? 
Conceivably they could be made either 
by wage reductions or by further in- 
creases in labor efficiency. But either 
expedient would be whipping the devil 
around the stump, as far as the aim 
of the shorter-hours movement is con- 
cerned. For it would again reduce 
the purchasing power of railroad 
labor and would be conducive to still 
greater unemployment, both on the 
railroads and elsewhere. 


NOTHER means of economy would 
be the reduction of capital costs. 
To do this quickly would require a 
stern and difficult process of capital 
deflation, not likely to be undertaken 
by the private managements of rail- 
roads except under the compulsion of 
threatened bankruptcy. Nevertheless, 
it is possible that the interest of labor 
and of the community in reduced un- 
employment could be served only by 
such a process. 
There is a third chance: If a re- 
duction of railroad rates could be 
made to stimulate a substantially en- 
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larged volume of traffic, the more ade- 
quate use of the existing railroad 
plant would certainly render fixed 
charges far less burdensome, and 
would reduce capital costs per unit of 
service. In order to seek this result, 
railroads would have to stake present 
losses on the gamble for increased 
business in the future. The whole 
theory of regulation, and the habit of 
railroads under it, make the taking of 
such chances unlikely. Their natural 
impulse is to try to earn a return on 
a given valuation by asking for in- 
creased rates on the existing volume 
of business, rather than to ignore the 
present return and seek a larger 
volume by means of reducing the price 
of the product. 


[ labor succeeds in attaining short- 
er hours without reduction in 
weekly pay—a goal which, on the 
basis of general principles it is com- 
pletely justified in seeking—an imme- 
diate increase in labor cost will occur. 
The normal tendency of the railroads 
under these circumstances would be 
to ask for higher rates. If the in- 
crease in rates were granted, except 
under boom conditions, traffic would 
almost certainly decline, and there 
would be more unemployment, lead- 
ing to further demands for shorter 
hours. This course of events offers 
no way out, whether for labor, man- 
agement, or capital. 

If, on the other hand, the railroads 
sought to increase their business by 
rate reductions, without correspond- 
ing reductions in wages and wholly 
at the temporary expense of invested 
capital, they would be choosing the 
one possible means of escape for all 
concerned. Even this might not 
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work, whether because of the new 
forms of competition or because of 
an indefinite continuation of depres- 
sion. But if the railroads cannot 
make headway against pipe lines, 
waterways, and motor vehicles by 
means of more effective competition, 
or if the depression is to go on in- 
definitely, the outlook for those who 
have invested capital in the carriers 
is dark anyway. 


HE case of electric, gas, and other 
utilities is somewhat different. 
In the first place, the problems 
created by increased labor cost, due to 
reductions in hours without reduc- 
tions in weekly pay, would not be so 
serious for most of them, since labor 
costs do not bulk so large in their 
accounts. Their chief expenses are 
for capital anyway. Furthermore, 
though many of the public utility hold- 
ing companies are in trouble, most of 
the operating companies have suffered 
relatively little either from the last 
three years of depression or from 
competition. 
Nevertheless, a similar logic applies. 
If these companies reduced working 


hours and paid higher hourly wages . 


in order not to decrease the earnings 
of the individual employee, the result 
would be reflected in higher cost of 
operation. This would reduce the re- 
turn on the established valuation, and 
the natural impulse of the companies 


would be to demand higher rates 
from the regulating authorities. But 
higher rates would defeat the entire 
social, gain from the transaction. 
Even if they did not restrict the sale 
of the utilities’ services, still the cost 
would be passed on to the public and 
would result in a diversion of pur- 
chasing power from other industries, 
thus tending again to increase un- 
employment. On the other hand, re- 
duced rates would, in the case of these 
utilities, almost certainly increase the 
volume of their business and so would 
aid employment. 

It should be noted that electric util- 
ities, in contra-distinction to the rail- 
roads, belong to the group of relative- 
ly new and expanding industries 
which ought, according to economic 
theory, to be taking on employees in 
spite of advances in productive effi- 
ciency. Whether they do so or not 
depends largely on the price induce- 
ments offered to consumers. 

The cost of alleviating unemploy- 
ment by means of reduced working 
hours must either be borne by capital, 
or be absorbed by larger production 
and sale of goods and services. Larger 
production and sale, in turn, demands 
either lower selling prices or higher 
wages throughout industry. If the 
cost of reduced working hours is 
passed on to labor, unemployment will 
not be relieved, but may, instead, be 
intensified. 








The Personnel Requirements of 
the State Commissions 


An analysis of the varying standards and qualifications established by 
the different states, with some constructive suggestions for raising the 
efficiency of state commission regulation. By Dr. WittiaM E. Mosher 
and Dr. Finta G. CrAwFrorp—in a coming number of this magazine. 














THE PUBLIC UTILITY INDUSTRY’S 
Captains in Command 
e 


Some of the outstanding figures in the electric, gas, 
telephone, street railway, and waterworks services upon 
whose shoulders rest the responsibilities of leadership in 
the climb back to prosperity. 
The first of a series of pictorial supplements in Pustic Utiities 
ForTNIGHTLY that will show those public utility executives, state 


and Federal commissioners, legislators, and economists who are 
playing important réles in our economic restoration. 





From a photograph made especially for Pestrc Urirrtres Fortnrcutry 


Frank D. Comerford 


PRESIDENT, NEW ENGLAND POWER ASSOCIATION 
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From a photograph made especially for Purttc Utriitres FortntGHTty 


Samuel Ferguson 
PRESIDENT, THE HARTFORD ELECTRIC LIGHT COMPANY 


LL 


18 





PUBLIC UTILITIES FORTNIGHTLY 


Potter Studios 


Thomas N. McCarter 


PRESIDENT, PUBLIC SERVICE CORPORATION OF NEW JERSEY 
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Walter S. Gifford 


with his sons Sherman and Dick) 
PRESIDENT, AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
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Underwood & Underwood 


George B. Cortelyou 


PRESIDENT, CONSOLIDATED GAS COMPANY OF NEW YORK 
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From a photograph made especially for Pustic Urititres FortnN1GHTLy 


John E. Zimmermann 
PRESIDENT, THE UNITED GAS IMPROVEMENT COMPANY 
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From a photograph made especially for Pustic Utiiitres Fortntcutty 


John J. O’Brien 
PRESIDENT, BY SSBY ENGINEERING 
AND MANAGE} T CORPORATION 


CT a 
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From a photograph made especially for Puetrc Utirities FortniGHtLy 


P. G. Gossler 


PRESIDENT, COLUMBIA GAS AND ELECTRIC CORPORATION 
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Blank-Stoller, Inc. 


B. C. Cobb 


CHAIRMAN OF THE BOARD, 
THE COMMONWEALTH AND SOUTHERN CORPORATION 
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J. R. Schmidt 


Walter A. Draper 


PRESIDENT, AMERICAN TRANSIT ASSOCIATION 
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From a photograph made especially for Pustic Utititres FortnicHtLy 


Preston S. Arkwright 
PRESIDENT, GEORGIA POWER COMPANY 


cc ccc 
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From a photograph made in Venice 


Henry L. Doherty 


PRESIDENT, HENRY L. DOHERTY AND COMPANY 
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Underwood & Underwood 


Floyd L. Carlisle 


CHAIRMAN OF THE BOARD, NIAGARA HUDSON POWER CORPORATION 
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From a photograph made especially for Purtic Utiiitirs Fortnrcntry 


H. Hobart Porter 


PRESIDENT, AMERICAN WATER WORKS AND ELECTRIC COMPANY 
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James Simpson 


CHAIRMAN, COMMONWEALTH EDISON COMPANY 





PUBLIC UTILITIES FORTNIGHTLY 


From a photograph made especially for Purttc Uttritres FortntGutry 


A. F. Hockenbeamer 


PRESIDENT, PACIFIC GAS AND ELECTRIC COMPANY 
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The Trend of the Utilities’ 
Growth Is Upward—IF 


The bottom of the depression was reached last summer; 
the economic recovery has begun; the extent to which 
the utilities will participate in 1933 will depend upon 
their realization of the obstacles immediately before 
them—and their capacity to surmount them. 


By ROGER W. BABSON 


Y position on the basic outlook 
for business and finance is 
definite and specific. I hold 


M 


that the major turn occurred in the 
summer of 1932. 

On that date, business and the 
markets struck the bottom of the de- 


The lows which were then 
The 


pression. 
recorded will not be broken. 
long-pull trend is upward. 

In making this forecast, however, 
Iam going below the surface. Super- 
ficially, the evidence is highly confus- 
ing and contradictory. The situation 
is a baffling complex. 


N optimist, for éxample, can sur- 

vey the scene and make out a 
convincing case for the affirmative. 
From his viewpoint, current indica- 
tions spell prosperity. 


PESSIMIST looks at the same scene 
and he can argue plausibly for 
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the negative. According to his an- 
alysis, current indications spell de- 


pression. 
" Pryicammngyrs surface conditions and 
trying to strike a balance is 
interesting but inconclusive. I base 
my favorable forecast on a different 
kind of balance, namely, a balanc- 
ing of this period of depression 
against the preceding period of ex- 
pansion. In 1929, we saw the dra- 
matic apex of a record-making boom. 
We can statistically measure that 
period of expansion; measure its 
intensity, measure its duration—and 
hence measure its total size. Likewise 
with this depression which bottomed 
in 1932, we can measure it to date: 
its intensity to date, its duration to 
date—hence its total size to date. 
Such measurements and computa- 
tions I have made with the greatest 
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care of which I am capable. I find 
that the size of the depression is al- 
ready well over one half the size of 
the preceding expansion. 


HAT does that mean? To those 

who hold with Newton and 
many other students of first rank, 
that the Law of Action and Reaction 
applies in economics as in mechanics, 
there can be but one conclusion. The 
size of the “1929” boom has been 
largely compensated by the size of 
the 1932 slump. The depression is 
approaching its latter stages; the tide 
has finally turned and is no longer 
falling but rising. 

Of course, the science of economic 
forecasting will never become infal- 
lible. It will ever treat not of certain- 
ties but of probabilities. If, however, 
the Law of Action and Reaction is 
. valid; if fundamental statistics are 
verified, then, the worst is over al- 
though the depression will still wiggle 


this winter. 
W™ about utilities? It is my 
estimate that they will duly par- 
ticipate in the improvement that now 
seems assured for general business, 
especially after business has passed 
the seasonal hump of an unemploy- 
ment crisis. What concerns me most 
in the utility situation and outlook is 
not the minor zig-zag of the short 
swing, but rather the main axis of the 
utilities’ long-pull growth. For thirty 


q 


business. 


e 


“Ir is my estimate that the public utilities will duly partici- 
pate in the improvement that now seems assured for general 


years as engineer, banker, investor, 
and economic adviser, I have been in- 
terested in utilities. Speaking as one 
of their best friends, I hope to see 
them recognize and correct certain 
handicaps which I judge will other- 
wise impede their full development. 
ee: the whole fran- 

chise ? situation needs more pene- 
trating analysis; protection against 
political* menace needs thorough 
modernization ; financial factors need 
review and reform. Such matters 
call not for a casual paragraph, but 
for a complete treatise. I can only 
summarize : 

No obstacle blocks the forward 
path of the utilities, which is not 
readily surmountable if they will fore- 
go the past and focus on the future. 
New attitudes and action is the only 
line to new prosperity. 

The utilities’ greatest danger is 
Tradition. 

Their greatest opportunity is Inno- 
vation. 

If only they will forget tradition 
and explore innovation, history will 
mark that present prices are not as 
the trap of the scaffold but a spring- 
board to far greater heights. 


1The smug complacency of some utilities 
toward the status of their franchises is ap- 
palling to anybody who has delved into the 
broader implications of this subject. 

20Of the many proposals considered, the 
author regards as most practical and promis- 
ing the so-called Washington Associates plan 
for “covering” Congressmen. 


What concerns me most in the utility sit- 


uation and outlook is not the minor zig-zag of the short 
swing, but rather the main axis of the utilities’ long-pull 


growth.” 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Georce W. ANDERSON 
Former Interstate Commerce 
Commissioner. 


C. M. RIpLey 
Lecturer and economist. 


W. C. MuLLENDORE 
Executive vice president, Southern 
California Edison Company, Ltd. 


E. E. Loomis 
President, Lehigh Valley 
Railroad Company. 


Fevrx FRANKFURTER 
Professor of Law, Harvard 
Law School. 


Watter F. Brown 
Postmaster General of the U. S. 


Freperick B. RosBinson, 
President, College of the City 
of New York. 


—MONTAIGNE 


“No railroad man ever lived worth $100,000 to his 
company.” 


? 


“A horsepower hour furnished by a horse, costs 25 
cents—if you own the horse.” 


7 


“We cannot afford today, if indeed we could ever 
afford, political solutions of economic problems.” 


¥ 


“Local governmental units are in great measure de- 
pendent upon railway taxes, and in many instances these 
taxes contribute more than one half the cost of public 
schools. 

* 


“To conservative utility managers and investors in 
bonds and preferred stocks, the present scheme of utility 
valuation must be as unsatisfactory as it is to utility 
commissioners. For it is based fundamentally upon 
untruths.” 


Aa 


“One effect of the higher rate of letter postage has 
been a diminished use of the mails by utility companies, 
municipalities, department stores, and similar establish- 
ments in sending bills and other communications to 
local patrons who can conveniently be reached by private 
messenger.” 


* 


“The time has arrived when great key industries not 
hitherto classified as public utilities should be declared 
to be affected with public interest. I mean industrial 
corporations operating nationally on a scale so large 
as to make their dislocation a general disaster. By 
their unrestrained competition in periods of rising. prices, 
by their expansion of plant and extension of credit and 
speculation they have helped bring about panic, depres- 
sion, and unemployment. Because of their unregulated 
activities personal freedom of opportunity to the indi- 
vidual has been curtailed.” 
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Just What Js a 
“Holding Company?” 


“A very great part of the mischiefs that vex this world arises from words, 
In the consideration of the complex problems that 


wrote Burke in 1795. 


are involved in current proposals to regulate holding companies, a definition 
of terms becomes a primary consideration. This article—which is the first 
of several articles that will deal with this form of regulation—cites leading 
authorities who have expressed their ideas concerning what a holding 


By AARON HARDY ULM 


company really is. 


the term “holding company” has 

been admitted in full fellowship 
with such words of symbolical elas- 
ticity as “trusts,” “Wall Street,” and 
“monopoly.” 

Because much will be heard of the 
term henceforth, this is an opportune 
time to get an understanding of its 
meaning. 

The aggregate volume of business 
that is now being transacted under the 
suzerainty of holding company mech- 
anisms is huge. In this country the 
business thus transacted amounts 
probably to 25 per cent or more of all 
that is being done, and it is confined 
to no single sphere. There are in 
progress several large-scale official in- 
vestigations and a vast amount of 
other inquiring as to what shall be 
done about holding companies in gen- 
eral and about the various. activities 
associated with them in particular. 


[ the sanctum of catch words, 


| the platform adopted by the Dem- 
ocratic National Convention of 
1932 is the following pronouncement 
of intent: 

“Regulation to the full extent of Federal 
power of holding companies which sell se- 
curities in interstate commerce. 

While it is linked with a declara- 
tion for like regulation of “rates of 
utility companies operating across 
state lines,” the statement as to hold- 
ing companies evidently refers to all 
kinds. 

In discussing the subject during the 
campaign, the Democratic nominee 
for President, Mr. Roosevelt, spoke 
of holding companies in relation only 
to public utilities. Among the pro- 
posals put forth and advocated by him 
for application “on the part of the 
government for regulation and con- 
trol of public utilities engaged in 
the power business and companies 


-and corporations relating thereto” 
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may be found the following : 


“Regulation and control of holding com- 
panies by the Federal Power Commission 
and the same publicity with regard to such 
holding companies as provided for operat- 
ing companies.” 

The last part of the declaration re- 
fers to the following anteceding speci- 
fications of proposed governmental 
requirements as to utility companies 
in general: 

“Full publicity as to all capital issues of 
stocks, bonds, and other securities, liabili- 
ties, and indebtedness, and capital invest- 
ment, and frequent information as to gross 
and net earnings. 

“Publicity on stock ownership of stocks 
and bonds and other securities, including 
the stock and other interest of all officers 
and directors. 

“Publicity with respect to all intercom- 
pany contracts and services and interchange 
of power.” 

There were additional declarations 
for the regulation of the issues of 
stocks and bonds and other securities 
on the principle of prudent invest- 
ment only, for abolishing the cost of 
reproduction theory for rate making, 
and for making it a crime to publish 
or circulate false or deceptive matter 
relating to public utilities. These 
declarations probably referred to both 
holding and operating utility compa- 
nies. 

But there was no declaration as to 
the “holding company” mechanism 


per se. 


HE position taken by the political 
party which soon will be in over- 
whelming control of the Federal and 
of most of the state governments, por- 
tends that the holding company will 
become a subject of first-rank discus- 
sion in political and other quarters. 
Of course, holding company equa- 
tions have already been included in 
positions taken by political parties and 
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in measures adopted by both Federal 
and state governments, but with the 
exception of a still current investiga- 
tion, those inclusions have been most- 
ly in connection with subjects of 
which holding company equations 
were only parts, and frequently only 
incidentally so. Until lately, even the 
term “holding company” had only 
slight (and by no means unsavory) 
place in the public consciousness. 

While creation of the holding com- 
pany device was, necessarily, by war- 
rant of legislative enactments, and 
while uses of the device have been 
connoted extensively in both statutory 
and juridical declarations, the term 
“holding company” appears sparsely 
in books of law. In this country it 
is virtually a lay term, and as it is 
commonly used, it is more symboli- 
cal than substantive or even descrip- 
tive. 


Sensor a the varying and wide- 
spread—even _revolutionary— 
uses for which it is now employed, 
the holding company per se is a com- 
paratively new device. Within the 
active life of men still living, the cre- 
ating of it was proscribed—at least in 
countries adhering to Anglo-Saxon 
jurisprudence—by the old common- 
law rule against a corporation owning 
stock in another corporation. Out- 
right abandonment of that rule began 
forty years ago and is not yet com- 
pleted. The rule still prevails—at 
least nominally in several states. 
But, as a mere corporate device, the 
holding company is now of good legal 
standing throughout practically the 
entire world and it is regarded gener- 
ally as being virtually indispensable. 
The English (or rather, the Ameri- 









PUBLIC UTILITIES FORTNIGHTLY 


can) name for it has leaped the stub- 
born barriers of language and is now 
used, without translation, in non-Eng- 
lish speaking countries. It is prob- 
able that the term “holding company” 
has better footing in the legal phrase- 
ology of several non-English speaking 
lands than it has in either the British 
or American vernaculars of the law. 

Yet, says A. J. Simons, the British 
author of one of the remarkably few 
books dealing solely with this sub- 
ject: “As with so many good things, 
the origin of the holding company is 
to be found, in America and, in the 
same way that many good things 
grow from something ill, so, too, did 
holding companies.” 

Similar concession concerning its 
origin is made by practically all writ- 
ers on the subject. The development 
of holding companies is also admitted- 
ly greater in the United States than 
elsewhere. “The holding company de- 
veloped so considerably (in the Unit- 
ed States) because it responded to the 
needs of the contemporary economic 
life of which it is a product,” says 
Paul-René Rosset in a French book 
on the subject. But about the term 
“holding company” Paul Cheminais, 
in another French book on the sub- 
ject, says: 

“Our Latin intelligence predisposes us to 
orderly classifications and logical defini- 


tions and we are sometimes disconcerted 
by the heterogeneous variety of different 


organisms created across the sea under the 

same name. 

What the Latin intelligence prob- 
ably did not perceive is the fact that 
in this country “holding companies” 
have not been created under that name 
at all. Still more confusing is the fact _ 
that what should be listed philologi- — 
cally as “holding companies” in this 
country, that is, investment trusts and 
personal corporations, are not so 
classified at all. 


| gemagery! the most quoted defini- 
tion of “holding company”’ is that 
put forth in The Economic Journal 


by N. C. Waltersdorf in 1926: 


“In a technical sense the holding com- 
pany is a corporation chartered under the 
laws of one of the states with broad pow- 
ers enabling it to acquire and hold securi- 
ties of other corporations and to issue its 
own securities. As a rule the principal ob- 
ject of the device is to acquire all or a 
certain percentage of the bonds and other 
general securities and to hold continuously 
as securities notes for advances made in 
cash to cover current operating and con- 
struction needs. The holding company 
uses the different types of securities as the 
asset basis for the issuance of its own se- 
curities.” 


But that definition now more near- 
ly describes the investment trust type 
of corporation, which was just then 
coming to the front in this country, 
than it describes the type of corpora- 
tion commonly regarded as a holding 
company. 

“In the broadest sense, it (the 
‘holding company’) may comprise any 


e 


“In the broadest sense, it (the ‘holding company) may 
comprise any company which holds securities in any other 
company or companies. Under such a definition, however, 
almost every large business corporation in the entire United 


States would have to be called a holding company. 


+9 


—Dnr. James C. BonsBrIGHT 








ni- 
lat 
1al 


m- 
the 
iw- 
ri- 
»b- 


ler 


m- 





company which holds securities in any 
other company or companies,’ say 
James C. Bonbright and Gardner C. 
Means in their book, apparently the 
first of the kind by Americans, on 
“The Holding Company.” ‘Under 
such a definition, however, almost 
every large business corporation in 
the entire United States would have 
to be called a holding company.” 

There are students of the subject 
who would go practically that far in 
defining, at least by statutory implica- 
tion, the term “holding company.” 

“Investment companies, finance compa- 
nies, insurance companies, and all the rest 
of them, should be limited to holding, say, 
one half of one per cent of stock in any 
corporation, so there can be no question 
of control and no invitation to attempt the 
holding company kind of control.” 

So said John T. Flynn at a meet- 
ing of the Academy of Political and 
Social Science in January, 1932. 

“Most legal writers would give the 
name ‘holding company’ only to a 
company which actively exercises con- 
trol over one or more companies,” 
say Bonbright and Means. “A mi- 
nority of writers, however, would 
make ability to control, rather than its 
actual exercise, the deciding factor.” 

Following is the definition, “in the 
broadest sense of the term,” proffered 
by those two writers : 

“Any company, incorporated or unincor- 
porated, which is in position to control, or 
materially to influence, the management of 
one or more other companies by virtue, in 
part at least, of its ownership of securi- 
ties in the other company or companies.” 
In nearly all proffered definitions of 

“holding company,” the factor of con- 
trol is given precedence to that of 
mere holding. 


“A form of business organization (estab- 
lished through partial or temporary con- 
solidation) which is created for the pur- 
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pose of combining other corporations by 
owning a controlling amount of their 
stocks.” 

So says L. H. Haney in his book 
on “Business Organization and Com- 
bination,” while John Bouvier in the 
“Law Dictionary and Encyclopedia” 
says that a holding company is mere- 
ly “a corporation organized to hold 
stock of another or other corpora- 
tions.” 

In the “Encyclopedia Britannica” 
the following definition is set forth: 

“An arrangement whereby a new limited 
company is formed to purchase the whole 
of, or a controlling interest in, the share 
capitals of each of the companies which 
are to be merged into one interest.” 

The foregoing seems to be the pre- 
vailing European interpretation of the 
term. 

Says Simons: 

“A holding company may be detined as 

a company whose primary object is to ac- 
quire so many shares in other companies 
as shall give the necessary majority and 
power to control the operations of the lat- 
ter companies and thus to form for prac- 
tical purposes one large well-knit organiza- 
tion without affecting the other units of the 
organization.” 

Sir Gilbert Garney, in a book treat- 
ing chiefly of holding company ac- 
counting, says: 

“The expression ‘holding company’ is one 
which was little known in this country 
(Great Britain) until recent years and it 
is intended to describe the company whose 
function it is to hold the shares or stock 
of one or more concerns with the inten- 
tion of controlling their operations.” 
Adoption of it in its English and 

thereby foreign form simplifies the 
question on the Continent of Europe 
where “holding company” is pure la- 
bel without etymological involve- 
ments. 

a ‘ re 

According to us, it is at the same 

time necessary and sufficient that the 
essential activity of a corporation con- 
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The Two Approaches to the Definition of the 
Term “Holding Company” 


66 Aree the term ‘holding company’ is becoming 

identified, though somewhat anomalously, with man- 
agerial functions and functions that are closely related to it. 
This is particularly true of the approach to it for the purpose of 
public regulation of rates and charges and supervision of serv- 
ices to consumers; it is not so true of the approach to it from 
the investment and purely financial and perhaps general eco- 


nomic points of view.” 





sists of controlling one or several oth- 
er enterprises for it to be a holding 
company,” says Rosset with the clar- 


ity of the French. 


n Europe the term “holding com- 
pany” has been written into stat- 
utes of law. For example, the Grand 
Duchy of Luxemburg has a law which 
proclaims that any Luxemburg cor- 
poration that has for its exclusive ob- 
ject the taking part in the affairs, un- 
der whatever form, in other enter- 
prises, domestic or foreign, shall be 
considered a “société holding,” pro- 
vided it does not engage in industrial 
activities proper or in the conducting 
of commercial establishments open to 
the public. 

In the Principality of Liechtenstein 
there is a similar statute which defines 
a holding company as a corporation 
whose essential activity consists in 
controlling other enterprises by grace 
of ownership participations sufficient 


to carry an influence preponderant in 
the administration of the latters’ af- 
fairs. 

So far as this investigator can find, 
comparable statutes in this country do 
not employ the term “holding com- 
pany,” but use instead phrases like 
“associated and affiliated interests.” 
Nor do they as a rule aim at embrac- 
ing only corporations ratable as hold- 
ing companies and their subsidiaries. 
They include individuals in positions 
to exercise the degrees or kinds of 
control which the statutes compre- 
hend. 

In New York state a statute deal- 
ing with the problem becomes appli- 
cable when the “control” is by grace 
of ownership in 10 per cent or greater 
extent or by reason of interlocking di- 
rectorates. 

In Massachusetts a statute becomes 
applicable in certain cases when the 
relations between “associated” inter- 
ests evidence an absence of equal bar- 


















gaining power in their inter-dealings 
and transactions. 

In Kansas a statute approaches the 
matter similarly but more emphasis is 
put by it on the status of a subsidiary 
and its dealings with associated and 
affiliated interests than on the latter. 

It seems that official and adminis- 
trative efforts in England have con- 
centrated more on determining what 
constitutes subsidiary status than on 
defining that of the holding company. 

“Perhaps the most ambitious at- 
tempt to formulate a statute designed 
to bring holding companies and all 
other ‘control companies’ under the 
jurisdiction of a law is to be found 
in the Report of the New York State 
Commission on the Revision of the 
Public Service Commissions Law,” it 
is stated in a footnote in the recently 
published book on “The Holding 
Company” by Bonbright and Means. 
“This proposed law does not use the 
term ‘holding company’ but substi- 
tutes an extended definition of the 
phrase ‘affiliated interests.’ ” 


iy thus may be set down that the 
term “holding company” as com- 
monly used in this country does not 
refer merely to what the term textual- 
ly means, which is holding or owning, 
and perhaps not necessarily to that at 
all. It refers rather to functions 
which are usually supplementary to 
that of holding. 

“Investment and trust companies 
may be holding companies from the 
points of view of investments and 
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dividends,” says Simons. “If author- 
ity is exercised by the company then it 
may be held a holding company. . . . 
A distinction must be drawn between 
the holding company and the parent 
company, for although the terms are 
used somewhat indiscriminately the 
former does not carry on any business 
other than that of holding shares with 
a view to control, whilst the latter, in 
addition to controlling subsidiaries, 
does itself carry out handling and 
manufacturing operations.” 

“The holding companies are not 
simply the real ‘proprietors’ of most 
of the public utilities of the country,” 
says David E. Lilienthal of the public 
utilities commission of Wisconsin. 
“They are not simply the parents, de- 
pendent for their means on the suc- 
cess of their children. They are both 
parents and proprietors, but, more 
important, they are managers as well, 
making decisions, sharing responsibil- 
ity, and in constant touch with the 
properties which serve the public.” 


Ae the term “holding 
company” is becoming identi- 
fied, though somewhat anomalously, 
with managerial functions and func- 
tions that are closely related to it. 
This is particularly true of the ap- 
proach to it for the purpose of public 
regulation of rates and charges and 
supervision of services to consumers; 
not from the investment and perhaps 
economic points of view. 

But in any case, the term “holding 
company” is in most part symbolical. 





Utility Rates at the Crossroads 


The three pathways that confront the state regulatory commissions 
and the public utility industry will be defined and analyzed by LUTHER 
R. NasH—in the next number of this magazine. 












How and Why the Commissions 
Regulate Utility Advertising 


The kind that may be charged to proper operating 
expense; the kind that may be so charged under 
certain conditions, and the kind that the utility 
corporation must pay for out of the pockets of its 
stockholders—illustrated with examples of each. 


By FRANCIS X. WELCH 


HY should a public utility 
company advertise? Obvi- 
ously they are not really 


compelled to do so in order to attract 
business. 

When the _ proverbial butcher, 
baker, or candlestick maker opens up 
his respective shop, he has to let peo- 
ple know he is ready for business. 
This means advertisement—maybe 
only a painted signboard overhanging 
the door or maybe moving pictures, 
skywriting, and radio programs. But 
whether the publicity effort is great 
or small, and whether the medium is 
simple or expensive, the purpose is 
always the same—to attract patron- 
age. 

With a public utility the conditions 
are rather different. Take a telephone 
company, for example. 


F  iprssaenem company is a utility 
that usually has an absolute mo- 
nopoly on the entire telephone commu- 


nication business of a given communi- 
ty—a monopoly that is protected by 
law from competition. Anybody who 
wants to buy steaks has a choice of 
any number of butchers, but anyone 
who wants to use a telephone has 
to patronize the utility company 
whether he likes it or not. It is the 
same way with the gas and electric 
companies. Some utility businesses 
are necessarily monopolistic business- 
es and need no advertisements to over- 
come competitive opposition. It is 
not so true with the street railway 
companies who have to cope with 
real competition from the automobile. 

This argument is one that is regu- 
larly used in rate proceedings by rate- 
payers or other parties who care to 
protest against the inclusion of ad- 
vertising costs in the regular operat- 
ing expenses of the utility. They say 
it is a waste of the ratepayers’ money. 

Here, for example, is a situation 
that the opponents of utility advertis- 
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ing picture in supporting their posi- 
tion: 

Suppose a utility wants to increase 
its rates. It applies to the state com- 
mission. The commission refuses. 
An appeal is taken. 

Now suppose, pending the appeal, 
that the utility runs full-page adver- 
tisements in newspapers condemning 
the action of the commission and 
justifying the position of the utility 
and its grounds for appeal. 

Should the expense of this adver- 
tisement be included as a regular 
operating expense even if the utility 
loses the appeal? 

Let us consider what is really hap- 
pening in this instance. 

A utility is attempting to popularize 
a program that will increase the rate- 
payers’ burden. Over and above that 
it is charging the ratepayers for the 
cost of such popularization. Utility 
opponents say this is like making the 
ratepayers weave their own hair shirts 
—and that they might as well be com- 
pelled to, hire a gangster to annoy 
them. 

Of course that is an extreme case 
and it might be well to say in pass- 
ing that the law is with the ratepay- 
ers in such a situation. The New 
York commission specifically ruled in 
1923 that the expense of “advertising 
to justify rate increases or to defend 
the company’s legal position in litiga- 
tion is not justifiable when paid out 
of revenue.” 

The Kansas commission had said 
practically the same thing in 1918. 
There seems to be some dissent on 
the part of the Connecticut commis- 
sion but it is probably safe to say that 
the weight of authority is with the 
New York ruling. 
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| Pape us go back, however, to the 
original query as to whether a 
utility should be permitted to adver- 
tise at all—that is, to advertise at the 
expense of the ratepayers. (It is un- 
derstood, of course, that they can ad- 
vertise all they please out of their own 
corporate pockets.) Is it permissible? 
If so to what extent? 

This inquiry has two aspects : 

(1) How much, if any, of such 
advertising costs should be included in 
the utility’s rate base or capital ac- 
count as a property investment? 

(2) How much, if any, of such 
costs should be included as current 
annual operating expense? 

The costs specified in the first group 
constitute a permanent part of the 
utility’s investment, upon which a re- 
turn is computed and allowed. 

The costs specified in the second 
group are paid out of gross revenue 
annually as the money comes in, and 
before the utility’s return is taken out. 

Just what publicity costs are 
chargeable to capital account as a 
property investment? 

The Idaho commission has ruled 
that the cost of advertising for labor 
—hbids and other publicity expenses 
incidental to construction—are proper 
charges to be included in ascertaining 
the utility’s property value with re- 
gard to construction overhead. 

In a Montana case, a gas company 
was allowed $10 per consumer to take 
care of any uncompensated cost of 
establishing business although ordi- 
nary costs, such as advertisements, 
soliciting, and free appliances, had 
been charged to operation. 

However, the usual method of 
charging these expenses is out of 
operating expenses rather than capital 
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account, as the Montana commission 
said in the case already mentioned : 


“Promotion of business, salaries, 
and commissions: Charge this ac- 
count with the salaries and wages of 
all employees whose services are de- 
voted to the promotion and extension 
of the gas utility business, including 
canvassers, solicitors, demonstrators, 
distributors of circulars and adver- 
tising material ; also commissions paid 
to canvassers, solicitors, and dealers 
for the introduction and sale of gas 
appliances. Promotion of business, 
supplies, and expenses. Charge to 
this account the cost of all supplies 
used and expenses incurred by the 
promotion of gas business depart- 
ment. This includes office stationery 


and periodicals, the cost of advertis- 
ing by means of posters, dodgers, 
handbills, circulars, car signs, book- 
lets, and all related expenses, also the 


cost of materials and expenses of 
demonstration and exhibition.” 


While considering advertising costs 
as a capital charge, it is interesting 
to note that the Report on Valuation 
of the Ohio Joint Committee, repre- 
senting all classes of utilities, classi- 
fies “the cost of securing customers, 
including expenses of solicitors, ad- 
vertising, printing, free wiring, or 
other inducements,” as an element of 
expense to be considered in ascertain- 
ing the reproduction cost value of 
utility property. This is just an “ele- 
ment to be considered,” however, and 
it is not likely that either the courts 
or commissions would permit the 
duplication of these charges as a capi- 
tal asset, especially where they had | 
already been defrayed out of current 





Hy build anything less than a modern home? The electric water heater is the 


W iast word in home equipment. Electric hot water heaters eliminate 
and fumes, reduce fire and overheated water hazards, and require no attention. 
work automatically and heat water quickly. 


dirt, noise, 
They 


One of the most important reasons why the far-sighted home builder installs an 


electric water heating system is its appeal to renters or buyers. 


In case you wish to 


dispose of your home—an electric water heater arouses interest and often means a 


quick sale or rental. 


New rates for municipal electricity, which went into effect Januai 
more economical than ever to operate an electric water heater. Wh 
our architect or electrical contractor to investigate this modern an 


discussed tell 
practical electrical appliance. 


ry 1, 1930, make it 
e plans are bein 


The Bureau of Power and Light is equipped to give special electrical water heating 
ge Business Agent’s office, FAber aasi, one an expert 


service to home builders: Call 


will tell you more about electric water heaters, either at your home or 


y letter. 





A MUNICIPAL PLANT ADVERTISEMENT—APPROVED CONDITIONALLY 
The purpose of this type of announcement is to stimulate the sale of 


electric power. 


It is approved by the commissions provided that the 


cost is charged against the merchandising department and NOT against 
the operating expenses. 
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HERE is no other kitchen in the world 


well does it satisfy your requirements? 
Or does much o 
. precious hours that might better be used for 


visiting 


ute is spent profitably and pleasantly? 
performance of routine duties 
shopping reading 


uite like it—it’s your kitchen. 


But how 
working min- 


s it so quienes that eve: 
ip away in the 


your time 


taking recreation? 


The woman who works in a kitchen equipped with out-of-date appliances must 


waste many, masy hours in a monotonous round of routine tas 
y repetition as if she were within prison walls. 


fining in their dai 


as dull and con- 
How needless—how 


extravagant this waste of time and effort when she might easily install modern gas 
pliances—time-saving devices that substitute the mere turning of a dial for hours 


a 
a wearisome labor. 


Why shouldn’t you have—within the four walls of your kitchen—an orderly 
a gas range with controlled oven heat . . 


of up-to-date appliances 

trouble-free gas refrigerator 
cee sparkling with color . 
Stop in an 


harmonious surroundings? 
with modern gas appliances. 


let 


array 
- a 


let ec 








a kitchen cumpeet for cc con 
— resenting a delightf 


ul invitation to work in 
us demonstrate the economies possible 








A PRIVATE POWER PLANT ADVERTISEMENT WHICH THE 
COMMISSIONS APPROVE WITH A PROVISO 


As in the case of the municipal plant announcement on page 44, this 

form of advertising electrical equipment is approved only if the costs 

are NOT charged against the operating expenses (except in those 

states where the commissions do not require the segregation of mer- 
chandising and utility accounts). 


revenue as an annual operating ex- 
pense. 


N°’ consider advertisements as 
an operating expense, where it 
more frequently occurs. 

The IHinois commission has laid 
down the general rule (and there does 
not appear to be any conflicting au- 
thority) that reasonable advertising 
and allied publicity expenses of a go- 
ing utility are unquestionably a proper 
charge to operation. 

So much for the general principle, 
and like most general principles, no- 
body seems to quarrel with it. An 
isolated voice here and there may be 
raised to the effect that no advertising 
charge at all should be allowed as an 
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operating expense. But anyone who 
has seriously considered the operat- 
ing problems of a utility will readily 
see that, notwithstanding its guarded 
monopoly, a public service corpora- 
tion has a great many matters, such 
as rate revisions ordered by the com- 
missions, that have to be explained to 
the consuming public, in order to get 
intelligent coOperation as well as to 
promote better understanding and 
good public relations. 

A good example of this kind of ad- 
vertising centers about the installa- 
tion of the dial-system telephones. A 
good amount of this sort of advertis- 
ing is being done at the present time 
in many American cities. Unless the 
public is instructed how to operate 





PUBLIC UTILITIES FORTNIGHTLY 


this new equipment, telephone service 
is bound to be slowed up. The illus- 
tration accompanying this article 
gives a typical example of a service 
explanation in the form of a news- 
paper advertisement that is properly 
being charged to the operating ex- 
penses of a telephone company. 


uT what is a reasonable expense? 

That is where the catch is! 
How often should advertisements 

be run and in what medium? Mr. 
Henry C. Spurr, writing on this sub- 
ject in his second volume of “Guiding 
Principles of Public Service Regula- 
tion,” says: 

“The question of how far public 
utility companies may go in adver- 
tising has come up several times be- 
fore the commissions. To what ex- 


tent a company engaged in private 
business shall advertise is a question 


of policy; and the decision of the 
management in respect to it is con- 
trolled by the consideration of the 
probable outcome; that is to say, 
whether or not it will be profitable.” 


And so Mr. Spurr has outlined for 
us another general principle which is 
backed by considerable authority—to 
wit—that the extent to which a util- 
ity cares to go in advertising is a 
matter of managerial discretion, sub- 
ject, of course, to modification by the 
commission where it appears that the 
utility's expenditures are unreasona- 
ble. It is safe to say that the com- 
mission will not interfere with the 
utility’s advertising bill in the absence 
of evidence that there is something 
unreasonable about it. 

But that leads us back again to the 
old question—what is “reasonable” 
advertising? 





ANY a new home suffers in rental or 
venience outlets. 
more in some rooms. 


selli 
Your new home should 
After all, without an ad 


value due to a lack of sufficient con- 
ve at least three in every room, and 
uate number of convenience outlets 


it is impossible to have an electrical home, as all appliances must have an electrical 


connection. 


You can equip each room with a large number of convenience emra:s at a nominal 
cost if the work is done while the house is under construction. 


These low_rates have assisted largely in establishing a new and higher saptent 


of living. Therefore, continuing its policy of pro; 
made additional wiring suggestions which augment 


plan_will be mailed to you if you will telephone the 
our Bureau has a staff of specialists who will assist 


A copy of this modern wirin; 
Business Agent, FAber 4211. 


pressivences, ai Plan. “Bureau” has 


z u, your architect, or your electrician with any wiring problems you may have. 


his service is free. 


It is always advisable to have your wiring done by one of the many reputable elec- 


tricians and contractors. 





A FORM OF ADVERTISING PERMITTED “WITHIN 
REASONABLE LIMITATION” 


The costs of this type of effort to stimulate the use of utility service 
may be charged against operating expenses provided they are not re- 
garded by the commissions as excessive. 
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to have 






listed in the telephone directory. 





pronounced “North OH OH ONE ONE. 








GETTING READY FOR DIAL SERVICE 


TS dia! system which will go into service in the downtown section of the city in 

the Fy uses mechanism which makes it necessary for each telephone number 

our digits. Therefore, all numbers which formerly had less than four digits 

are now provided with a sufficient number of prefixed zeros to make the necessary four; 
333 


for example North II is now North 0011, or North 333 is now North 0333. 


These zeros are just as important as the other digits and whenever you have occasion 
to call such a number, it will aftord you much i i 
greatly help the operator if you will give her the complete number exactly as it is 


uicker service and at the same time 


The zeros are pronounced “OH”’, so that in asking for North 0011, it should be 













t on commissions are by no means 
in accord with each other on 
what constitutes “reasonable” adver- 
tising and the utilities must look to 
the rulings in their own states (if 
there are any) to determine their ad- 
vertising limitations. 

The language of the New York 
commission in the proceeding already 
mentioned analyzes the scope and pur- 
pose of utility advertisement as well 
as can be written. This opinion 
states : 

“The New York Telephone Com- 
pany in 1921 spent $274,428 for ad- 


vertising. It estimated that such 
expenses would be $300,000 for 1922. 
The first six months of 1922, how- 
ever, showed expenditures of $228,- 
392.75, so that continuing the year 
with the same average expenses for 
advertising will result in expendi- 
tures for 1922 much above the esti- 
mate. An analysis of company ad- 
vertising for the past six years shows 



























A TYPE OF ADVERTISEMENT WHICH MAY PROPERLY BE 
CHARGED TO OPERATING EXPENSES 


The effort to educate the ratepayer in the proper use of utility service 
—(in this instance in the use of the new dial telephone)—is ruled as 
a permissible operating expense in all instances. 






that about 60 per cent is newspaper 
advertising, and that the newspaper 
advertising covers publicity calcu- 
lated : 

“1. To increase the volume and 
field of the company’s business. 

“2. To explain rate changes. 

“3. To instruct subscribers in the 
mechanics of the use of telephone ap- 
paratus. 

“4. To meet the company’s em- 
ployment requirements. 

“This commission is convinced 
that reasonable public announcement 
of changes in telephone equipment or 
in character of service, issuance of 
directories, and necessary instruc- 
tion in the use of telephone mechan- 
ism, are necessary and proper for a 
public utility, but that advertising to 
justify rate increases or to defend 
the company’s legal position in liti- 
gation is not justifiable when paid out 
of revenues. Publicity expenses 
should be materially reduced in 
1923.” 


Summarizing our findings so far, 
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ours and hours of summer breezes 

. . . for a penny. This summer, 
cool your home with electric fans. The 
cost of operation will be insignificant, be- 
cause 3-cent electricity enables you to run 
an electric fan SIX HOURS .. . at 
a cost of only one cent. Three-cent elec- 
tricity has given the Twin Cities electric 
service at an extremely low cost. It has 
brought back the value of the penny, for 
almost any electrical appliance can be op- 
erated for many hours at a cost of only one 
or two cents. In truth, you can now “‘let 

your pennies pay your electric bills.” 








PERMISSIBLE—UNDER CONDITIONS 


Advertisements that tend to stimulate a desire 

for utility service and thus increase utility 

sales and revenue is approved as a proper 

operating cost so long as the expenses are 
kept within reasonable bounds. 


we may: safely say that a utility may 


advertise within reasonable limits for 
the four purposes outlined above by 
the New York commission but may 
not advertise to defend its legal posi- 
tion. 


S° far we have been considering the 

proper purpose for advertisement. 
Let us now turn to the manner and 
extent of advertising. 

When a utility advertises excessive- 
ly or unwisely to the extent of bur- 
dening the ratepayer, the commis- 
sion will check this tendency. That 
is what the Indiana commission did 
in 1925 to a water company that ap- 
peared to be advertising too frequent- 
ly and without cause. 

In 1925, the telephone company in 
Washington, D. C., was operating a 
radio broadcasting station. When its 
rates came before the District of Col- 
umbia commission for review the 


commission, while recognizing the 
benefit of this service to the commu- 
nity, failed to see that it was suf- 
ficiently related to the greater pros- 
perity of the telephone business to 
allow its cost to be carried in the com- 
pany’s rate base. The opinion stated: 
“The commission is appreciative 
of the service rendered by the com- 
pany’s radio and public address de- 
partment to the people of the Dis- 
trict of Columbia, but is of the opin- 
ion that the property therein should 
not be included under the law as 
property used and useful for the tele- 
phone business. A _ similar radio 
service is maintained in New York 
city by the American Telephone and 
Telegraph Company and not by the 
New York Telephone Company.” 


But it must be kept in mind that 
this was the operation of a broadcast- 
ing station. This ruling would not 
necessarily preclude radio programs 
put on by the utilities for one of the 
legitimate advertising purposes al- 
ready mentioned. As a matter of 
fact, many utilities are using the radio 
as an advertising medium and no de- 
cision has yet been rendered throw- ~ 
ing out the expense of such procedure 
as an operating charge. The District 
of Columbia Case merely held that the 
telephone company was going too far 
when it went into the broadcasting 
business—a little too far to be called 
reasonable advertising. 


NOTHER medium of advertising 

is concerned with merchandis- 

ing. Of course, when utility mer- 
chandising stands on its own feet and 
is making money for the company, 
nobody questions it. But when such 
advertising loses money, can it be in- 
cluded as an operating expense on the 
grounds that it is good advertising? 
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About 1927 I would have said “no” 
with some hesitation to this question. 
After a decision of the Kansas Su- 
preme Court in 1928, I would have 
said “yes.” But right now in 1933, 
I would have to confess “I don’t 
know.” 

Back in 1925, the Henry L. Doher- 
ty interests took over the Wichita Gas 
Company when its per customer con- 
sumption was at its very lowest ebb. 
Considering the Doherty activities in 
Wichita alone, we find that after a 
high-powered sales campaign to stim- 
ulate consumption, the per customer 
revenue was brought from $52.50 in 
1925 to $61.61 in 1927. The utilities 
realized that the best way to make 
people use gas was to sell them things 
to use it with—even at a loss. 

And a loss did occur—$66,000 in 
one year as a result of this heroic ef- 
fort to flood Wichita with water heat- 


ers, flat irons, gas engines, and even 
refrigerators. 

Should this loss (which was a 
brand of advertisement) be charged 


to annual operating expenses? The 
supreme court of Kansas said that it 
should. The court agreed with the 
gas men. 

The court, in the Wichita Case, also 
held that how far a company may go 
in selling appliances at a loss for the 
purpose of stimulating the sale of gas 
is a question of policy for the manag- 
ers of the companies. 

Since the Wichita Case, however, 
the Kansas legislature enacted a law 
forbidding utilities in that state from 
selling appliances at all. Oklahoma 
followed suit, and a few other state 
legislatures are contemplating similar 
laws. The state commissions have 
likewise reacted adversely to the 





|S Sgr age stability plus an extraordi- 
narily rapid rate of progress, has 
placed gas and electric service properties 
in_a position of favor among investors. 
Sooner or later, continued expansion will 
of necessity, become more measured an 
consistent. Since such a development can 
—_ serve further to cmerese the factor of 
stability, it will be an added inducement to 
the investor who seeks safe and profitable 
long-term employment for his funds. 





NOT CHARGEABLE TO OPERATING COSTS 


But the commissions rule that advertisements 

of this nature may be included as a part - 

the “cost of money” where they permit suc 
costs to be charged to capital account. 


Wichita Case. The Wisconsin com- 
mission strictly forbid utilities to 
charge any expense connected with 
the sale of such merchandise to utility 
operators, but required a strict segre- 
gation of all such accounts. Recent 
utterances of other commissioners 
have likewise indicated that the trend 
is away from permitting deficits in- 
curred in merchandising campaigns to 
be charged up to utility operations. 
On June 23, 1932, the New York 
commission held that the payment of 
dues by the Central Hudson Gas & 
Electric Company for a company 
membership in a “league” consisting 
of electrical contractors, jobbers, and 
so forth, associated for the alleged 
purpose of promoting safe and stand- 
ard electrical installation in the terri- 
tory served by that utility was un- 
objectionable as an operating expense 
as long as the company’s dues were 
reasonable in amount and did not ex- 
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T is good to 
the 5 
progress an 


of the season, it is good to | 
our contributions to the happiness of mankind. 


ive time to the Christmas ideal; to feel the brotherhood of man. Amid 


k over the = aan to measure our 


So, as the Norfolk and Western Railway extends its greetings to friends and patrons, 


it is ‘taking stock of its material assets, analyzi 
uring its contributions toward the well- “being an 


its relations with the public, meas- 
progress of those it is permitted to 


serve, and planning for the happy days to come. 


In reviewing the activities of the old 


ar, it is a matter of great satisfaction to 


‘essive am of expansion and im- 


beoe that, despite oe slowin —~ iF of industry and trade, the Norfolk and Western 


on—spending 


provement that has aided materially ‘in in Reape 


its own and other territories and m: 


the wheels of commerce ans in 
ppier Christmas for many. . e 


The Norfolk and Western Railway or the members of its family of 30,000 em- 


pas appreciate your Ps and good-will, 


and wish for you—a good old- 


ioned Merry Christmas and a New Year of progress and plenty. 





AN EXAMPLE OF “GOOD-WILL ADVERTISING” 


Here again the attitude of the commissions is flexible; the costs of 
such advertising are chargeable to operating expenses so long as they 
are not excessive. 


ceed the dues paid by other members. 

In the same case, however, the util- 
ity was forbidden to charge amounts 
spent by it in underwriting deficits of 
advertisements or other expenses of 
the league to operating costs. Chair- 
man Maltbie in his opinion called at- 
tention to the dangers of permitting 
“good will’ contributions (which is, 
in a certain sense, a form of advertise- 
ment) to be included in utility ex- 
pense accounts. He stated: 

“When utilities make contributions 
to local organizations, they are enter- 
ing a field which should be closely 
watched. The line which separates 
legitimate and open attempts to in- 
fluence the attitude of local organiza- 
tions from illegitimate and covert 
methods is not clear and distinct. 
The temptation is great in certain 
instances (I am not referring now to 
the instant case) to step over this 


line and to use memberships in the 
names of company employees and 
contributions from corporate funds 
either to prevent complaints being 
made or of lining up associations on 
the side of utilities when proceedings 
affecting the companies are pending. 

Indeed, instances have been known 

where utilities have suddenly in- 

creased their advertising in local 
newspapers when a rate case has 
been brought.” 

We may conclude that the medium 
to be used by the utilities for ad- 
vertising (whether it be called ad- 
vertising or by another name, and 
bearing in mind the purpose of pro- 
curing more business or good will or 
cooperation) is another matter to be 
left to the discretion of the company. 
In a recent hearing before the Fed- 
eral Trade Commission, a_ utility 
representative said that his organiza- 
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tion had used every medium of pub- 
licity except sky-writing. 

As far as the law is concerned, he 
need not have drawn the line at sky- 
writing. Sky-writing, if for a legiti- 
mate utility purpose and within rea- 
sonable cost limitations, is just as 
proper a medium as newspaper adver- 
tisement, sermons, moving pictures, 
or radio programs. It is up to the 
company’s management. 

We have found that advertising to 
justify a utility’s legal position is not 
permissible as an operating charge, 
and that the choice of advertising 
mediums and extent of its use is with- 
in the utility’s discretion, subject to 
the review of the commission as to 
“reasonableness.” 

Perhaps there are some situations in 


which a utility ought to be allowed to 
advertise even about its rate proce- 
dure. If adversaries misrepresent 
companies in newspapers, may not the 
latter in the interest of their own rate- 
payers, who are indirectly affected by 
all this, as well as in the interest of 
their own stockholders, present their 
side of the question in the shape of 
advertising ? 

But such is not the law. The weight 
of authority, such as it is, is on the 
other side. Nevertheless, only a few 
of the commissions, comparatively, 
have ruled on this question. It is 
bound to come up again sooner or 
later. 

Maybe there will be a change of 
thought on this question just as there 
was in the Wichita Gas Case. 





CONFISCATION AND THE CONSTITUTION! 


The Constitution of the United States provides among other things that the 
property of citizens shall NOT be taken without compensation or without due process 


of law. 


The New York Telephone Company is a citizen of the state of New York! 


Recent orders of the public service commission would cut its earnings to less than 
SIX PER CENT of the value of its property devoted to public service in this state. 


This compulsory cut, in earnings is unfair and unlawful b 


the 





taking of the company’s property without just compensation and 4... due Ad... 


of law. 


A continuance of this confiscation would undermine eventually the ability of the 
company to render the efficient service it has always rendered, 


Therefore, out of a desire to protect not only its own shareholders but also the 
efficiency of its service to the public, the company is prepared to fight these confiscatory 


orders in the appellate courts. 





TYPE OF ADVERTISEMENT NOT CHARGEABLE 
TO OPERATING EXPENSES 
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What Others Think 





New Viewpoints on Public Relations Policies 


ARD times have finally found their 
way into the public relations de- 
partment of our public utility compa- 
nies. Companies which have for a 
number of years been definitely com- 
mitted to this policy or that policy in 
dealing with the public are now, in view 
of diminishing revenues and increasing 
complaints, beginning to reappraise the 
work of their publicity men. 

It is safe to say that in no depart- 
ment of public utility operation is there 
such a conflict of expert opinion. This 
company believes in constant repetition 
of its messages; that company believes 
in subtle control of public sentiment or, 
if you insist—propaganda ; a third com- 
pany believes in frank blunt statements 
of fact to the people. 

Perhaps the leading exponent of the 
art of public relations is Edward L. 
Bernays, nationally known public rela- 
tions counsel of New York city, who 
numbers, of course, utilities among 
his clients. Until a few months ago 
Mr. Bernays’ methods appeared to be 
more successful than any of the others. 
In his recent article on Mr. Bernays, 
which bears the significant subtitle “The 
Science of Ballyhoo,” Mr. John T. 
Flynn gives his clear, if brief, analysis 
of the operating methods of this inter- 
esting personality. 

First of all, one must recognize the 
difference between a public relations 
counsel and a publicity man or press 
agent. Many people deny that there is 
a difference, but Mr. Flynn makes the 
distinction obvious. A publicity man 
is a journalistic tub thumper. He makes 
as much noise as he can. He frankly 
angles for space in the newspapers— 
frequently with tricks or “stunts” which 
are crude or passable, according to the 
ability of the publicity man. If he has 
bacon to sell, he just keeps beating his 
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publicity drum and shouts “Eat more 
bacon ; eat our bacon.” 

But a public relations counsel never 
asks a newspaper to print things. Mr. 
Bernays, we are told, has not been in 
a newspaper office in years. He makes 
no noise. If he has bacon to sell, he 
never mentions bacon. He does not 
mention anything because he knows no 
one is interested in what he mentions. 
He would probably get a number of 
prominent physicians to say that people 
should eat heartier breakfasts. Un- 
suspecting news editors and everybody 
else will unconsciously assist in creating 
a vogue for heartier breakfasts on 
grounds of dietetic necessity. That is 
all there is to it. If people eat more 
breakfast, they will eat more bacon. 


fron for another example, the in- 
auguration by a telephone utility 
of a new long-distance service between 
the United States and South America. 
Why waste money and effort on full 
page advertisements, brass bands, and 
speeches by company officials which 
newspapers will print with the greatest 
reluctance? Instead, let the President 
of the United States talk to the Presi- 
dent of Peru, and the newspapers will 
eat it up. Incidentally, of course, prac- 
tically every literate person in the coun- 
try realizes that a new long-distance 
telephone service has been inaugurated. 
This, Mr. Flynn calls “dramatic high 
spotting.” He tells us of the following 
job performed by Mr. Bernays upon 
the occasion of Light’s Golden Jubilee: 


“Surely you will not have to be reminded 
of that amazing jamboree which took place 
when the story of Edison’s invention of 
the incandescent lamp was reénacted in 
Dearborn, with Edison himself, Henry 
Ford, and the President of the United 
States playing the leading rdéles, while 
droves of great industrialists and financiers 
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played the parts of villagers and supers 
in the cast, and radios and newspapers 
fought for the privilege of broadcasting it. 
Henry Ford was supposed to be the man- 
ager of the show, but the man who set the 
stage and pulled the strings: attached to all 
the dignified marionettes was Edward L. 
Bernays. He worked, not for Edison or 
for Henry Ford, but for very important 
organized commercial interests which saw 
in this historic anniversary an opportunity 
to — and publicize the uses of electric 
light.” 


In his own words Mr. Bernays thinks 
that the task of public relations counsel 
is to “create events and circumstances.” 
Mr. Flynn describes his conversation 
with him: 

“One cannot talk long to Bernays with- 
out learning that the most direct way to 
reach the mind of the herd is through its 
leaders—its group leaders. Bernays, of 
course, deals with mental groups—groups 
arranged according to intelligence, tastes, 
prejudices, ambitions, emotions. There are 
groups of women, millions of them, in- 
terested in fashions. There are groups of 
electric-light-bill worriers. There are 
groups of men interested in health or diet. 
There are groups interested in stocks. You 
cannot reach these people by mail; still less 
can you get them into a hall to organize. 
They can be influenced only through their 
leaders. They have leaders in all these 
matters, though they may not know it, and 
often the leaders themselves do not realize 
their position.” 


This method has sometimes been 
called by less delicate advertising men 
“snob appeal.” Make the fifteen-dollar- 
a-week typist ashamed of her nails by 
showing her a magazine picture of some 
fashion leader with an exquisite mani- 
cure and she will go without lunches 
for a week to pay two dollars for some- 
thing or other that may not have cost 
more than two cents to manufacture. 
It is a powerful weapon, and, in the 
hands of the unscrupulous, its use can 
be very cruel and inhuman. 


rR. Bernays, according to Mr. 

Flynn, defends this control of 
public opinion by pointing out that the 
public would be at the mercy of the 
whims of fortune anyhow. A chance 
revival of an old play in Paris sent 
every woman in America scampering to 
the millineries for Empress Eugenie 
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hats. There was no plan behind that. 
Some years ago Irene Castle, the then 
reigning dancer, bobbed her hair, and 
the consequent disruptions to commerce 
are still being felt. How, asks Mr. 
Bernays, can you blame the intelligent 
business man who has millions invested 
with thousands depending on him for 
jobs for attempting by intelligent prop- 
aganda to give these shifting tides of 
taste a direction which he can follow 
without loss? 

Mr. Flynn himself has some doubt 
that Mr. Bernays’ discovery is an un- 
hallowed blessing. Assuming that Mr. 
Bernays himself is entirely ethical in 
his aims, what is there to prevent cor- 
porations and selfish interests from 
prostituting the press, the pulpit, and 
the college for gain? He reminds us 
of recent revelations by the Federal 
Trade Commission regarding the al- 
leged poisoning of the wells of knowl- 
edge by utility propaganda. 


Se: criticism by Mr. Flynn of the 
subtle propaganda methods of 
publicity is mild compared to the scath- 
ing denunciation delivered by Mr. Wil- 
liam H. Hodge to the publicity section 
of the recent annual convention of the 
American Gas Association at Atlantic 
City. Mr. Hodge concedes the tem- 
porary effectiveness of high pressure 
advertisements based upon some ob- 
scure “association of ideas” or snob 
appeal, but he suspects that for the pur- 
poses of the utility business, at least, 
there is something in what Abraham 
Lincoln said about trying to fool all of 
the people all of the time and so forth. 
Mr. Hodge feels that the high pressure 
publicity boys are now reaping the bene- 
fits of their own folly. The public has 
little surplus money to spend. It has 
awakened to the fact that it has been 
duped, and it is in an angry mood. 
So-called subtle advertisement no longer 
receives attention. Indeed, it often re- 
ceives open contempt. The public is 
looking for a bargain not an argument. 
Here is the way Mr. Hodge puts it: 


“Advertising has no excuse for existence 
unless it contributes to human welfare and 
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human happiness and, if you please, to 
human righteousness. Unless it can do 
this the world is better off without it. 

“The public—any public—even the Amer- 
ican public, resents being made a fool of. 
Its defense to the delirium tremens stage 
of advertising is mute, but none the less 
effective. It simply learns to pay no atten- 
tion to such advertising and spends its 
pennies, nickles, dimes, and dollars, with- 
out benefit of advertising suggestion. 

“In the first place the kind of advertising 
which has lowered accepted standards 
needs to learn to respect the consumer— 
the public—and not to hold him and his 
wife in thinly disguised contempt. It 
should respect the consumer’s brains; re- 
spect his morals; respect his obligations 
to his family and himself and give him 
credit for being something more than a 
sheep who can read. Above all it should 
respect his pocketbook, and what his pock- 
etbook may or may not contain. 

“Too many advertising men have planned 
their operations on the myth of the 12- 
year-old average adult mind. They have 
studied statistics instead of studying people. 
All the wisdom was in skyscraper offices; 
none in the cottages. The way to sell a 
shovel is to call attention to perfume; the 
correct approach to the sale of airplanes 
is by way of a coal mine; and the sure 
shot theme for selling anything is that 


Per- 


amazing new discovery S E X. 
“The 12-year-old average mind! 
haps there is such a thing in cultural tests, 
but most assuredly it has not existed in the 
Scotch monetary sense since man got out 


of the jungle. In 1929 there may have 
been an average 6-year-old mind for specu- 
lative purposes, but it didn’t last long. 
There may have been an average 12-year- 
old mind for the motion picture people 
some time ago, but even that seems to 
be going the way of most illusions. 

“The average mind which the advertising 
man or woman must convince today is 
probably the shrewdest purchasing mind 
in the world. It has been duped by hokum, 
matured with dearly bought experience and 
sharpened by adversity. It is lying in wait 
to make monkeys out of the advertising 
people who have been educated on super- 
ficial, egotistical, and heartless theories, 
and nurtured by statistics derived from 
market surveys and analyses. 

“Every sales and advertising analyst 
should be compelled to take a trunkful of 
the latest available statistics about every- 
thing—all guaranteed to be at least two 
years old—and spend one month in an 
honest-to-God small American town. Let 
him mingle with citizens in the raw. Let 
him prove to himself how meaningless and 
wrong are the conclusions he tries to draw 
from numerals that ceased to represent 
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anything of value to the advertiser before 
they hit the printing press.” 


R. Hodge believes that advertise- 

ment is only a means to an end 
and not an end in itself. He believes 
the future of publicity will come when 
the publicity men abandon scientific 
sanctimony, occultism, cruelty (snob 
appeal?), and ridiculous poses. He 
believes that many business men have 
put too much useless money into pub- 
licity because of a fear instilled by pub- 
lic relations counsels that somebody 
would steal their business every time 
they turned their backs. He claims that 
this fear complex is the “same old 
chant of the medicine man which kept 
the Indian tribes at one another’s 
throats.” 

Mr. Hodge then proceeds to outline 
the result of “safe and sane” advertis- 
ing policies in the gas industry. He 
feels that the present problem of the 
gas industry is to hold old business as 
well as get new business. In the face 
of universal price demand, the modern 
utility must play up the value of its 
service to meet the price competition of 
competitive fuels. 


r. Albert Nalle of the United Gas 
Improvement Company has more 
specific suggestions for utility publicity. 
Writing in the Electrical World, he 
urges frankness, not subtlety, in deal- 
ing with the public. He believes in a 
plain simple message without the frills 
of comparisons or innuendo. He gives 
four public relation “don’ts” : 


1. Don’t harp on how the rates for serv- 
ice have been constantly downward for 
years and years. The customer is not in- 
terested in what rates have been. He 
want’s to know if they are resonable now. 
If they are, tell him so. If they are not, 
adjust them and tell him why. 

2. Don’t beat around the bush by com- 
paring electrical costs with the costs of 
candy or cigarettes. It is all beside the 
point. The customer wants to be sure 
utility rates are reasonable. Belittling the 
importance of utility charges stores up 
future trouble. 

3. Don’t cry “Socialism.” That isn’t an 
argument; it’s only an epithet. Stick to 
the facts. The public is beginning to 
realize that a man is not always wrong 





PUBLIC UTILITIES FORTNIGHTLY 


merely because he may be a socialist. 

4. Don’t insist on the legal pound of 
flesh. Give the Fifth and Fourteenth 
Amendments a rest. See what constitu- 
tional rights have done for the railroads 
and street railways. Instead of hiding be- 
hind the Constitution, the far-sighted util- 
ity executive would do well to consider 
the best method of making the public un- 
derstand the peculiarly difficult problems 
of his business. 


Mr. Nalle concludes with the sug- 
gestion that the utilities should attempt 
to analyze the psychology of the cus- 
tomer. Then there must be frankness 
in that which, to most people, is the twi- 
light zone of holding companies. Sus- 
picion, he says, thrives on secrecy, 
while candor will do more to prevent 
antagonism than any amount of clever 
dissimilation. 


A peng ag with the appearance 
of Mr. Nalle’s article in the Elec- 
trical World, there appeared in the Gas 
Age-Record an article by John P. 
Coghlan on improving the public atti- 
tude toward utilities. Mr. Coghlan, 
like Mr. Nalle, believes that the utilities 
should let the public know the cost of 
production. Of course, it is quite a 
task to make such a message interesting, 
but that is the challenge to the ingenu- 


ity of the public relations man. Mr. 
Coghlan is strong for comparing utility 
rates with rising taxes. Constant repe- 
tition of them will inevitably impress 
the consumers. He says: 


“We owe it to them and to ourselves to 
tell them the tax story. We must repeat 
again and again the solemn truth that 
in protesting against the ever-increasing 
burden of taxes we are fighting the people's 
fight. It is they who must bear the greater 
part of the load.” 


Mr. Coghlan believes that by keeping 
the public tax conscious the utilities 
may forestall fresh tax squeezes on 
themselves as well as enlist the support 
of the great mass of citizens. 

—F. X. W. 
Epwarp L. Bernays. By John T. Flynn. 
Pamphlet. 11 pages. 


Topay’s Apvertistnc Neeps. Address by 
William H. Hodge before the 14th Annual 
Convention of the American Gas Associa- 
a Atlantic City, N. J. October 11, 


Let THE PuBLic IN ON THE INbDUSTRY’S 
“Secrets.” By Albert Nalle. Electrical 
World. September 24, 1932. 


Improvinc Pusric AtritupE Towarp UTILI- 
Ties. By John P. Coghlan. Gas Age- 
Record. September 24, 1932. 





The Growing Demand for Regulation of the 
Competitors of the Railroads 


o &- steam railroads of the country 
are in an exceedingly critical posi- 
tion. Their precarious condition is due 
in large part, of course, to the depres- 
sion, but it is by no means certain that 
the lifting of the depression will restore 
them to a state of reasonable prosperity. 
In the past the railroads have always 
been able to treat a period of depres- 
sion as merely a temporary interruption 
to the rising curve of traffic, but it 
seems probable that the traffic curve 
has now flattened out, so that no great 
increases in traffic may be anticipated 
in the future. Moreover, the railroads 
will be compelled in the future to share 


the available traffic with the new trans- 
portation agencies that have lately 
arisen. 

It becomes necessary, therefore, to 
reéxamine the railroad situation, and 
to make such modifications in our rail- 
road policy as are required to meet the 
changed conditions. The authors of the 
book “Stop, Look, and Listen” offer 
many suggestions, such as adequate rate 
structures, greater codperation between 
the railroads, the furtherance of con- 
solidation, the elimination of uneconom- 
ic lines and trains, the energetic prose- 
cution of research, the reduction of tax 
burdens, and improved public relations. 
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But the point most emphasized is the 
unfairness of the treatment accorded to 
the railroads as compared with com- 
petitive agencies of transportation, es- 
pecially water carriers and motor busses 


and trucks. 
| era the phase of government 
activity that railroad men resent 
most is the development of inland wa- 
terways. At great expense rivers are 
improved and canals are constructed, 
but the cost is usually met out of taxes. 
Shippers by water are thus supplied at 
public expense with a free roadbed. 
The railroads, however, must supply 
their own roadbed, and spend enormous 
sums annually on its maintenance; and, 
in addition, must pay heavy taxes on 
it. Water transportation being thus 
subsidized, water carriers can make low 
rates, and can take away from the rail- 
roads traffic that could be carried more 
cheaply by rail than by water were wa- 
ter carriers compelled to meet all the 
costs of transportation. Moreover, the 
railroads are subjected to strict super- 
vision and control, whereas the water 
lines are practically free of control. 
The authors maintain that justice re- 
quires the regulation of waterways 
with respect to rates, service, and ac- 
counts, to enable the railroads to com- 
pete with them on terms of equality. 
In respect to competition with motor 
busses and trucks the railroads are like- 
wise unfairly handicapped. The hard 
surface highways are built by the local, 
state, and Federal governments with 
money supplied by taxation ; and busses 
and trucks have contributed compara- 
tively little to the costs of their con- 
struction, maintenance, and policing. 
The railroads, on the other hand, not 
only have to supply their own highway, 
but they contribute in taxes to the pro- 
vision of a highway for their competi- 
tors. In addition, the railroads are re- 
quired to maintain gates or automatic 
signals at innumerable highway cross- 
ings to warn travelers of the approach 
of the trains, and they are compelled to 
share with the state the expense of 


eliminating grade crossings, as the re- 
sult of which the busses and trucks have 
the use of a safer and faster highway. 
Furthermore, the busses and trucks are 
subjected to much less regulation than 
the railroads. The suggestion is some- 
times made: 

“Let the railroads meet the competi- 
tion of the bus and truck!” 

But in order that there may be com- 
petition in the true sense of the term 
there must be equality of opportunity 
and there must also be a measurable 
parity in respect to duties and legal 
requirements. 


AIR-MINDED students of transporta- 

tion problems will agree with the au- 
thors that the railroads are entitled to 
“a new deal”; the cards are stacked 
against them. It is true that the rail- 
roads have been the recipients of favors 
in the past, but this is no reason for 
favoring their competitors now. The 
time has come to put an end to sub- 
sidies to private interests at public ex- 
pense. This would be true even if the 
finances of the Federal, state, and local 
governments were in flourishing condi- 
tion, but it is especially true now. 

We often hear it said that there is 
need of less government in business. 
No doubt there is, but there is also need 
of less governmental subsidization of 
business. In the interest of economy 
and fair play we should definitely bring 
to an end the grant of subsidies to pri- 
vate enterprises. Whatever may have 
been the justification of subsidies in the 
early life of our country, it has now 
become clear that subsidies to special 
interests lead to demands upon the pub- 
lic treasury, on behalf of farmers, la- 
borers (especially when unemployed), 
and soldiers, that threaten the very sol- 
vency of the government. 

—Ettrot Jones, 
Stanford University 


Stop, Loox, AND Listen: Railroad Trans- 
portation in the United States. By David 
Hinshaw and W. E. Albig. New York: 
Doubleday, Doran and Company. 1932. 
293 pages. 
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A Propagandist’s View of Propaganda— As 
Seen by a Newspaper Man 


NCE again a book designed to popu- 

larize the high spots of the Fed- 
eral Trade Commission investigation 
into “utilities propaganda” rolls off the 
press. Mr. Carl D. Thompson, a vet- 
eran propagandist, does a better job 
than his predecessors, but the best thing 
about his book is the title. It would 
have sold some books in the heyday of 
the confession magazines, and may help 
some even in these lean days of the 
book trade. 

I must admit that as an old-time 
police reporter and confession fan, the 
title has power to charm me. I read 
the book eagerly. But the volume fails 
to give particulars or to shed new light 
on where and how the “power trust” 
confessed, or when and where the third 
degree, or (to use the Chicagoese term) 
“heat” was applied. 

No, in the main it’s the same old 
rehash of the various letters, indiscre- 
tions, and bone-head plays of various 
press agents once employed by utility 
companies, trade associations, and pub- 
licity committees. 

It would seem to minds seasoned by 
a dash of humor, that the very ama- 
teurishness and confusion of the pub- 
licity methods of many utility press 
agents as revealed in their correspond- 
ence and other records of the Federal 
Trade Commission would be proof 
enough of the futility and even juven- 
ility of the whole thing. 

There is something so absurd in read- 
ing Machiavellian designs and cunning 
into activities of that sort, that the 
whole plot squeaks like the script of an 
old Lincoln J. Carter melodrama in 
which the villain steals and hides the 
papers. Certainly no Desperate Utility 
Desmonds hid any papers in their pol- 
ished mahogany dens of iniquity; they 
left them lying all around for the dicks 
to pick up, with the fingerprints all 
over them and cigar butts and empty 
liquor bottles on the table of the vil- 
lain’s dishevelled quarters. And how 





those boys did write to each other and 
put it all down in black and white! De- 
spite their big telephone bills they do 
not seem to have known what a tele- 
phone is for. 


r. THompson’s book is dedicated 
to W. T. Rawleigh, the eminent 
manufacturer of proprietary remedies 
of Freeport, Illinois. Mr. Thompson, 
with commendable candor, tells his 
readers that Mr. Rawleigh is the finan- 
cial angel of the book. I like that. 
Still, I cannot resist the temptation to 
point out how fashions in propaganda 
have changed. In the golden days of 
the muck rakers, so well portrayed in 
Lincoln Steffens’ autobiography, Mr. 
Rawleigh’s line of business was ana- 
thema to all trade-marked, blown-in- 
the-bottle “friends of the people.” 
Norman Hapgood, Samuel Hopkins 
Adams, and other Jack the Giant Kill- 
ers were swatting them hip, thigh, and 
label. Personally I never could get real 
mad at the medicine men. In many a 
desert sector of the advancing arid belt, 
folks who could not sing “Budweiser 
is a friend of mine” without a catch in 
the throat and a fog of tears in the eye, 
could warble “Peruna is a Pal o’ Mine” 
with right hearty good will. And while 
none of Mr. Rawleigh’s remedies, as 
far as I know, have any convivial pos- 
sibilities, I must say that his profession 
were real Samaritans of the parched in 
those dire dry decades out in the short 
grass and tall timber. 


s in other books based on the Fed- 
AN eral Trade Commission probe, the 
headliner of the “exposé” is poor old 
J. B. Sheridan, former newspaper man, 
who like many others got a job as press 
agent. In his correspondence im- 
pounded by the sleuths of the Federal 
Trade Commission, Mr. Sheridan ex- 
pressed some piquant but not unusual 
views about the greed, stupidity, and 
short sightedness of business men. You 
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can hear that kind of talk in any news 
room or adjacent speakeasy; it is the 
natural grouch of the writing man 
against the moneyed man and that’s all. 
It has no more bearing on the funda- 
mental issues of public utility policy 
and state socialism, than the views of 
the other poor neurasthenic and suicide 
of the Federal Trade Commission 
drama, the unfortunate Professor Ed- 
win G. Clapp, former financial writer 
for the Hearst newspapers. 

He promoted and dramatized the 
whole “exposé,” and foolishly based 
some personal financial speculations 
upon its expected results in the securi- 
ties markets, with disastrous results to 
himself. Clapp’s speculations are as 
germane as Sheridan’s personal opin- 
ions to the big public questions which 
Mr. Thompson purports to discuss in 
his book. Both did very poorly by 
their employers, and that’s that. 


I’ several of his chapters Mr. Thomp- 
son picks up the dropped stitches of 
Upton Sinclair’s “Brass Check” and 


gives the newspapers, their publishers, 
and the whole works such a thumping 
as they have not had for a long time. 
Particularly does he flay the chain 
newspapers and the merger movement, 
which has snuffed out the lives of so 
many little newspaper Orphan Annies. 
This present writer is now eating three 
square meals a day as a newspaper em- 
ployee, and has eaten most of his meals 
since 1910 because of personal relations 
with newspaper counting rooms. It 
would be pure hypocrisy for me, there- 
fore, to discuss that part of Mr. 
Thompson’s book as an impartial critic 
sitting upon a peak of disinterested 
moral grandeur. 

Speaking with the natural resent- 
ment of my craft, however, I must say 
that I think that 90 per cent of the con- 
clusions Mr. Thompson draws from the 
facts he presents from the Trade Com- 
mission report are nonsense. The 
author simply does not know enough 
about the press to pass upon the ques- 
tions he raises. Nevertheless he must 
be given credit for intestinal fortitude 


in taking up this question. His own 
business of being a public ownership 
propagandist is hardly likely to be 
helped by it. He is quite likely to 
arouse resentment among the very 
people who have helped his cause here- 
tofore. 

It is well known that the two largest 
chains of newspapers in this country 
have been favorable to the municipal 
ownership of electric light and power 
systems; from the same sources has 
come much of the support for Federal 
ownership of power systems at Muscle 
Shoals, on the St. Lawrence, and 
especially on the Colorado river—the 
proprietors of both of these chains of 
newspapers being interested in South- 
ern California, and zealous for the 
spending of government money in aid 
of that section. 

To these gentlemen Mr. Thompson’s 
criticisms will undoubtedly appear un- 
grateful, but they are certainly not in- 
consistent. Both in his own criticisms 
and those he quotes in his book in con- 
demnation of the extension of news- 
paper chains and newspaper mergers, 
the author comes very close to drawing 
a “deadly parallel” with his criticisms 
of the “power trust.” If he falls short 
of recommending his sovereign panacea 
of public ownership for the ills he at- 
tributes to the press, nevertheless that 
is the logical sequence of what he does 
say. 


R. THOMPSON’S critical attitude to- 

ward the newspaper publishing 
industry will be likely to evoke a few 
belly laughs from newspaper men who 
have been amusedly awaiting such a 
dénouement. Certainly he has put on 
a “hot spot” newspapers that advocate 
state socialism in other lines of indus- 
try. That they would eventually land 
on some such spot has been predicted 
by a good many journeymen news- 
writers and editors, but such have been 
officially branded as unorthodox. 

The official fundamentalist attitude 
of the industry seems to amount to this. 
The newspaper publishing industry is in 
an entirely different category, morally, 
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economically, and politically from all 
others and so it is blasphemous even to 
discuss its attitudes with any reference 
to its status as a privately owned capital- 
istic industry. Now comes Mr. Thomp- 
son, in “Confessions of the Power 
Trust,” to cut the ground right from 
under the feet of gentlemen who have 
been preaching Mr. Thompson’s doc- 
trines with respect to other industries 
than their own. 

It seems to this writer that Mr. 
Thompson makes out a perfect case 
from his point of view for the gov- 
ernment ownership of newspapers and 
the reduction of American newspapers 
to the status of their disesteemed con- 
temporaries “Isvestia” and “Pravda” of 
Moscow. Naturally, newspaper men 
who have a pride in their profession 
and who have fought and will fight for 
the freedom of the press (and also, by 
the way, for free speech for newspaper 
men, too) resent Mr. Thompson’s criti- 
cisms and loathe the idea of govern- 
ment control of the press or any other 


PUBLIC UTILITIES FORTNIGHTLY 


medium of expression for the public. 

But it is difficult to see how in fair- 
ness and logic some gentlemen of the 
press can consistently controvert the 
plain implications of this book. And 
the most significant part of the Thomp- 
son book is the fact that he has dragged 
that aspect of the problem out into the 
open daylight. 


Sb is another noteworthy thing 
about the Thompson book. It is 
unmistakably the work of a veteran and 
a hard fighter. It has the tang of the 
first years of the century, the hard- 
hitting if chaotic note that recalls 
Eugene V. Debs, Jack London, Ben 
Hanford, and the he-socialists, when 
socialism in America was more popular 
with bricklayers and less popular with 
college professors and rich men’s sons. 
—Harrer LEECH 


CoNFESSIONS OF THE Power Trust. By Carl 
D. Thompson, Secretary, The Public Own- 
ership League of America. 
E. P. Dutton & Co. 


New York: 
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Utility Business 


oS depression business has gone 
just about far enough. If the 
problem could be solved by vote, the 
decision to abolish the depression would 
be unanimous. But it requires more 
than voting to get the old economic 
machinery clicking again. Farther than 
that, it requires more than plans, plots, 
addresses, and theses by university 
graduates and their teachers. It re- 
quires definite action that will get pur- 
chasing power back to the purchasers 
and get it there quickly. 

We are fairly certain that the depres- 
sion itself has passed and that we are 
at present suffering the pangs of re- 
construction. And there is a strong 


suspicion that while our theoretical 
economists are discussing ways and 
means of belling the black cat of hard 
times, certain industries are far along 
the road of real accomplishment. 
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AKE, for example, the National 
Power Show in New York city 
during the first week of December. 

Here were three hundred manufac- 
turers showing the latest devices and 
developments in power production and 
mechanical equipment. Unless these 
three hundred hard-headed business 
men are absolutely simple minded, this 
should be prima facie evidence that the 
long-awaited business recovery is begin- 
ning to nibble at the bait. Hard-headed 
business men do not usually waste time 
or money on such a magnificent display 
of bait without definite indication that 
the nibbles will be forthcoming. 

The Newark Evening News seems to 
take this view of the immediate situa- 
tion. It stated editorially: 

“In winter the commercial fisherman re- 


pairs his nets in order to be ready for the 
first runs of spring. And there is going 
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to be plenty of good fishing in the industrial 
ocean for those who have intelligently 
and progressively laid their plans for it. 
The opportunity for change and improve- 
ment is stressed now, when production is 
off and there is unusual opportunity to im- 
prove and develop equipment and methods 
against the time when the wheels will be 
humming again. That engineers and in- 
vestors are busy now, studying scientific 
possibilities in relation to the wide field 
of improvement and change, is shown in 
the demonstrations of what already has 
been done. 

“Industrialists have been urged to mod- 
ernize their plants before quantity produc- 
tion sets in. There is ample testimony that 
the wisdom of this course is realized. 
When the business tide has definitely 
turned the richest opportunities will be 
turned to profit by those best equipped to 
do so. Thousands of the directly interest- 
ed, including engineers in the mechanical, 
electrical, and mining fields, producers of 
power, traction, and utility men, have been 
visiting the show, a healthy indication that 
preparedness is in the air and a few clouds 
are not enough to obscure the return of 
opportunity, perhaps more shiningly golden 
than ever before.” 


HE Business Week seems to be- 

lieve, on the threshold of 1933, 
that the chief remaining obstacle in the 
path of recovery is the over-shy attitude 
of business men themselves who are 
afraid to jump in the waters of business 
expansion and get their feet wet. At 
this time, when they could be helping 
themselves and others as well by taking 
advantage of current bargains, they 
hang back and pass out alibis to the 
effect that the future is too uncertain. 
The Business Week editorially states: 


“The immediate prospects of business 
improvement are admittedly not very clear 
at the moment; the problems that lie ahead 
make a list as long as your arm, and some 
of them are very perplexing. But we can 
say quite sincerely that there is nothing 
about either the prospects or the problems 
that disturbs us seriously except the atti- 
tude and state of mind of business men 
themselves toward them. 

“We are as certain of the ultimate re- 
covery and continued expansion of Ameri- 
can business as we are of tomorrow’s sun- 
rise. We are equally sure that not every 
business concern is going to recover; and 
that recovery will not come without dras- 
tic readjustments in many individual con- 
cerns and far-reaching changes in some 


this to be sad about. The only thing that 
bothers us is the persistent tendency of 
business men to postpone the decisions 
necessary to such readjustments, and their 
repeated refusal to face the fundamental 
realities of such changes as have already 
occurred in the business situation.” 


ECRETARY of Labor William L. Doak, 
S in his annual report made public on 
December 5th, claims employment 
throughout the country has increased 
materially in the past few months. He 
tells us that there are evident indications 
of a more marked improvement in the 
manufacturing industries and a result- 
ing acceleration of employment. He is 
convinced that our employment situa- 
tion will continue to improve, based 
upon the fact that “our country is more 
completely selfsustaining than any of 
the other nations, and that the home 
market for our products is the greatest 
that any country can boast.” 

Secretary Doak concedes that recur- 
ring periods of unemployment are an 
“indictment of our civilization,” but 
says that there is every reason to be- 
lieve that the solving and removal of 


these cycles will not be impossible to’ 


an enlightened and aroused nation. 

A survey made by the Electrical Mer- 
chandising Joint Committee of the Na- 
tional Electric Light Association indi- 
cated that department stores are making 
steady progress in both the scientific 
appraisal and developments of the possi- 
bilities of electric appliance sales. Re- 
ports from forty leading stores indicate 
that 19.9 per cent of their home furnish- 
ings’ sales were in electrical appliances, 
while in six stores electric appliance 
sales accounted for more than 20 per 
cent, and in two stores—for more than 


50 per cent. 
—M. M. 


EpirortaL. Newark Evening News. Decem- 
ber 9, 1932. 


No More Autsts. The Business Week. De- 
cember 7, 1932. 


EMPLOYMENT GAIN AND IMPROVEMENT IN IN- 
pustry Nortep. Annual Report of Secretary 
of Labor, William L. Doak. United States 
Daily. December 5, 1932. 
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INFoRMATION LETTER. National Electric Light 


elements of our economic structure and C 
Association. December 2, 1932. 


methods. But we do not see anything in 
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The March of Events 





Two Power Commission 
Appointments Available for 
Democratic Administration 


RESIDENT-ELECT Roosevelt will be in im- 

mediate control of the Federal Power 
Commission following his inauguration in 
March, according to a statement in the Wall 
Street Journal of December 14th. 

Prospects for a Democratic majority on 
the commission are due to two vacancies, one 
created by the death of Commissioner Ralph 
B. Williamson, a Republican, on December 
10, 1932, and the other through the Senate’s 
failure to act on the reappointment of Com- 
missioner Marcel Garsaud, Democrat, at the 
expiration of his term during the last session 
of Congress. The act creating the commis- 
sion provides that not more than three mem- 
bers of the same political faith may sit on 
the commission. It is regarded as a foregone 
conclusion that any attempt by President 
Hoover to make nominations to fill the two 
vacancies would be blocked by Democrats 
and Progressive Republicans of the Senate. 

At present there are two Republicans on 
the commission, Dr. George Otis Smith, 
chairman, and Commissioner Claude L. 
Draper. The remaining member of the com- 
mission, Commissioner Frank R. McNinch, is 
a Democrat. 

The Wall Street Journal states that the 
outstanding difference between the policy of 
the present Republican controlled commis- 
sion and that of Governor Roosevelt, which 
he set forth during the campaign, is that the 
commission has been opposed to the govern- 
ment entering the power business, whereas 
Governor Roosevelt favors such a step on a 
limited scale. 


* 


Supreme Court to Hear Wiscon- 
sin Telephone Case 


A* appeal by the Wisconsin Public Service 
Commission from a statutory 3-judge 
Federal court decree which granted to the 
Wisconsin Telephone Company an interlocu- 
tory injunction restraining the Wisconsin 
commission from enforcing an order reduc- 
ing the rates to be charged, will be heard 
by the Supreme Court of the United States 
as the result of an order made public De- 
cember 12th in which the Supreme Court 
noted probable jurisdiction of the appeal. 
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The railroad commission asked the Supreme 
Court to set aside the lower Federal court's 
decree because it is claimed that the lower 
court abused its discretion by arbitrarily 
granting the injunction without the “adequate 
hearing and full deliberation” required by 
§ 266 of the Federal Judicial Code. The 
commission’s brief points out that the rate 
order was enjoined as confiscatory, without 
any finding of fact or conclusions of law, “in 
flat defiance of Equity Rule 703,” according 
to a news dispatch in the United States 
Daily of December 13th. 

The order reducing rates which was en- 
tered June 30, 1932, and called for a 124 
per cent slash in practically all classes of 
telephone service, caused nation-wide atten- 
tion because of the unusual and original as- 
pects of the commission’s opinion. The com- 
mission’s order was restrained by the Federal 
District Court on September 21, 1932, on 
pleadings and affidavits at the conclusion of 
arguments by counsel. The decree was en- 
tered October 18, 1932, without the filing of 
an opinion or formal findings of fact or con- 
clusions of law. 


* 


Institute to Study Distribution 
Cost Founded 


HE Power Authority of the state of 

New York has announced that the Insti- 
tute of Public Engineering will hold sessions 
starting January 20, 1933, to consider 
“unexplored field” of the cost of distribution 
of electricity. The sessions are to be held 
under the auspices of the Power Authority, 
according to a dispatch of December 19th 
in the United States Daily. 

In addition to the Power Authority, the 
movement is being sponsored by the public 
utilities commission of the District of Co- 
lumbia and the public service commissions 
of both New York and Pennsylvania. 

The announcement issued by the Power 
Authority stated that the method of inquiry 
to be pursued at the sessions of the Institute 
of Public Engineering is as novel as the field 
that is to be explored. Hitherto public serv- 
ice commissions have conducted their in- 
vestigations primarily by public hearings or 
other similarly controversial methods. This 
group of commissions now proposes, in co- 
6peration with engineering authorities and 
leaders of the public utility industry, to adopt 
the methods which the professional and 
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scientific associations have developed as a 
result of their experience. 

The primary purpose of the institute is to 
establish a foundation upon which the costs 
of domestic electric service, including rural 
distribution, can be accurately and scientific- 
ally determined. 

It pointed out that, although there is a 
wealth of information concerning the genera- 
tion and transmission of electricity, there is 
almost nothing accurately known about the 
cost of local distribution—that there is not 
a single generally recognized standard of 
electrical distribution performance, and that 
there is no literature of distribution cost 
engineering and there has been heretofore no 
forum where the subject has been scientif- 
ically discussed. 

The Power Authority of the state of New 
York is charged by the legislature of that 
state with the duty of determining the costs 
of domestic electric service as a basis for 
negotiating equitable contracts for the dis- 
tribution of electric power to be generated 
on the St. Lawrence river. It stated that 
other public service groups are equally in- 
terested in the problem because of their 
recognition that distribution costs are the 
controlling factor in the scientific determina- 
tion of the retail rates for electricity. 

In the presentation of the papers and their 
discussion, the institute will be conducted 
according to the well-established customs of 
the engineering profession. Distinguished 
engineers will preside at the several sessions. 
While the general public will be welcomed at 
all sessions, only duly accredited engineers 


and economists will participate in the pro- 
gram. 


* 


Accusations of Excessive 
Utility Rates 


STIMATES that American householders and 
other retail consumers are overcharged 
$400,000,000 to $500,000,000 a year for elec- 
tricity, stirred utility critics in Congress and 
the governmental bureaus, according to a 
Universal Service dispatch from Washington 
on December 19th. The charge was made by 
Morris Llewellyn Cooke of Philadelphia, 
utility expert and a Roosevelt appointee to 
the St. Lawrence Power Authority. Mr. 
Cooke’s findings were published in the New 
Republic magazine of ember 21, 1932. 
The overcharge was portrayed by Mr. 
Cooke as hidden in the $1,000,000,000 a year 
collected by power companies for “local dis- 
tribution” of the current sold to householders 
and business concerns, and to cities for street 
lighting. The real cost of this distribution 
is about a cent and a half a kilowatt hour, 
according to Mr. Cooke. Adding another 
cent and a half per kilowatt hour for pro- 
ducing and transmitting the electricity, he 
claims that the “fair average price” of elec- 
tricity to the household consumer of the 
United States should average about 3 cents 
a kilowatt hour. The power companies at 
present charge an average of nearly 6 cents 
per kilowatt hour throughout the whole of 
the United States. 
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California 


San Diego to Fight Gas Rates 


— the report of its special gas com- 
mittee which returned from San Fran- 
cisco on November 29th, after a meeting with 
the state railroad commission, the San Diego 
City Council on December 3rd voted unani- 
mously to present to the commission a formai 
application for a hearing on the city’s request 
for lower gas rates this winter for smaller 
consumers. 


e 


Councilman J. J. Russo, a member of the 
committee told the state commission that 30 
or 40 per cent of the San Diego gas consum- 
ers had received a rate increase since the in- 
troduction of natural gas in San Diego. 

A statement issued by President W. F. 
Raber of the San Diego Consolidated Gas 
and Electric Company indicated that the util- 
ity would contest the city’s application, ac- 
cording to a dispatch in the San Diego 
Tribune on November 30th. 


Distri&t of Columbia 


Stricter Regulation of Transpor- 
tation in Washington Sought 


“Tee the stand that the transportation 
system of Washington had reached such 
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a state of disorganization that a concerted 
action looking toward a solution is impera- 
tive, representatives of leading civic, trade, 
and business organizations, acting as a joint 
transportation committee formed under the 
leadership of the Washington Chamber of 





pro- 
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Commerce, on December 8th, adopted a reso- 
lution calling for a codrdinated plan embrac- 
ing sweeping changes in the field of mass 
transportation. 

The committee stated that the time had 
come when all Washington citizens should 
banish minor differences and unite their 
efforts in a concerted drive to solve the 
present transportation muddle in the District 
by developing a codrdinated transportation 
plan and fighting for its adoption by Congress. 

Major recommendations of the committee 
included a proposed adoption by Congress of 
a bill to merge all mass transportation 
agencies of the Capital city and a proposed 
increase of the powers of the public utilities 
commission to include supervision over taxi- 
cab operation to the same extent that regula- 
tion is exercised by them over other trans- 
portation utilities. The commission’s present 
powers over taxicabs are limited. 

The committee’s resolution stated that the 
District’s transportation system “is bordering 
upon a condition of chaos.” The ruinous re- 
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sult of cut-rate taxicab operation was par- 
ticularly deplored. 


« 


District and Maryland Commis- 
sions Hold Joint Hearings 


HE valuation of the Washington Gas 
Light Company will reach the stage of 
public hearing towards the end of February 
instead of early in that month, Commissioner 
Riley E. Elgen of the public utilities commis- 
sion announced on December 8th. These 
hearings will be conducted jointly with valua- 
tion hearings of subsidiaries of the com- 
pany serving Montgomery county, Maryland. 
Members of the Maryland commission will sit 
with members of the local commission at the 
hearings, which are to be held at the District 
building in Washington. 
Mr. Elgen’s statement came after a con- 
ference with Chairman Harold West of the 
Maryland commission. 


Florida 


City Water Rate Cut for 
Tampa Citizens 


Ts. board of aldermen on December 
6th prepared to give the 10,000 consumers 
of the water department residing within the 
city a Christmas gift in the form of a gen- 
eral rate reduction. 

Acting at the recommendation of Alderman 
D’Arpa, member of the water committee, the 
board decided to hoid a special meeting De- 
cember 12th for the purpose of working out 
a rate schedule because a majority believed 
that the water department earnings, as shown 
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in the recent survey, were sufficient to share 
profits with the consumers. Councilman 
D’Arpa said that the survey indicated that 
the department was earning 10 per cent on 
its investment which, after deducting the loss 
from fire hydrant rentals, still yielded the 
department a return of 7.67 per cent. Ac- 
cordingly, he believed that the city was in a 
position to reduce its rates so that city con- 
sumers would have rates which would yield 
not more than 5 per cent return on the city’s 
investment. It was believed that an original 
plan of the board to increase the rate to con- 
sumers residing outside the city would prob- 
ably be abandoned because of legal difficulties. 


Georgia 


Utility Claims Service Charge 
Inadequate 


HARLES A. Collier, vice president of the 

Georgia Power Company, appearing as 
a witness for the company in its efforts to 
justify the present service charge and con- 
sumption rates in a hearing before the 
Georgia Public Service Commission in re- 
sponse to a rule issued by the commission 
several weeks ago directing the company to 
show cause why these charges should not be 
reduced, claimed that the present electric 
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service charge of $1 per month does not pay 
fixed costs on residential consumers. He 
testified that these costs amounted to $21.87, 
or $1.82 per month for each residential 
consumer. The costs were said to include 
meter installations, maintenance, connections, 
inspections, billing and accounting, meter 
reading, division office expenses, general over- 
head, and fixed charges on meters, services, 
secondaries, and transformers. Mr. Collier 
said that the latter fixed charges alone 
amounted for domestic service to $9.60 per 
year per customer. It was not claimed that 
the service charge should be increased. 
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Labor Body Seeks Lower 
Street Car Fares 
| ages grounds for the reduction of street 


car fares in the city of Atlanta were 
set out in a formal petition of the Atlanta 


Federation of Trades for a hearing by the 
Georgia Public Service Commission. 

The petition, filed on December 3rd, asks 
for a consideration of reduction on the basis 
of reduced values, reduced operating expenses, 
-_ the need of the company to increase 
trafic. 
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Illinois 


Gas Pump Tax to Raise 
Rate Fight Fund 


FTER Mayor Myron M. Lehman of Elgin 

received a letter from Mayor 
Bjorseth of Aurora, chairman of the execu- 
tive committee of the Association of Illinois 
Municipalities, engaged in an effort to bring 
about a downward revision of the gas rates 
of the Western United Gas and Electric 
Company, the Elgin mayor sought a possible 
solution of raising the necessary funds to 
take care of Elgin’s share of the cost of the 
rate fight. For Mayor Bjorseth’s letter had 
reminded Mayor Lehman that Elgin’s share 
in the cost of the gas rate battle so far is 
$1,500; and for the sum sought Mayor 
Lehman proposed the following solution 
which he announced he would submit to the 
city council: 

Slap a tax on each of the gasoline pumps 
at filling stations and at private business es- 
tablishments, a tax of perhaps $10 per pump. 
As there are 245 such pumps in operation 
in the city, the tax, if collected, would total 
$2,450, more than enough to pay Elgin’s share 
in the forthcoming rate reduction war. 

Meanwhile, the effective date for proposed 
rates for gas service in the territory served 
by the Peoples Gas, Light and Coke Com- 
pany, the Public Service Company of 
Northern Illinois, and the Western United 
Gas and Electric Company was suspended 
on December 9th by the Illinois commission. 

The rates in the Peoples Company 
were suspended until June 17, 1933. The 


Western United Gas and Electric Company 
rates were suspended to June 23, 1933, and 
the rates of the Public Service Company of 
—P Illinois were suspended to June 16, 

Cases involving the reasonableness of these 
proposed permanent rates for gas service are 
now in progress before the commission and 
the resuspensions were made to prevent the 
proposed new rates becoming effective before 
completion of the cases. 


* 


Delay in Test Gas Rate Case 


H EARINGS on the application of the Central 

Illinois Public Service Company to make 
permanent present experimental rates for 
natural gas service in Paris, Illinois, were 
continued on December 6th until January 17, 
1933, by the Illinois commission sitting at 
Springteld. The rates would also apply to 
Kansas and Ashmore, as well as other 
communities in the area now served by that 
company. 

The continuation was granted, the commis- 
sion stated, because final approval of the rate 
schedule rested on a decision in a case it 
now had under advisement regarding “gate- 


way” prices paid by distributing companies 


for natural gas. 

A number of cities have been pressing a 
similar case demanding that reductions be 
made in the present rate charged by the com- 


pany. 


Indiana 


Four Cities Consider Voluntary 
Rate Cut Proposals 


rove Indiana cities early in December were 
considering voluntary rate proposals made 
by various public utility companies serving 
them. 

In Muncie a reduction of 4 per cent in the 
general gas rate up to 5,000 cubic feet was 
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proposed by the Central Indiana Gas Com- 
pany in a new rate schedule submitted to 
the city council for consideration on No- 
vember 30th. The proposals of the gas com- 
pany were referred to a special committee 
appointed last October to meet with repre- 
sentatives of the utility company regarding 
a rate adjustment. 

In the city of Terre Haute Mayor Wood 
Posey issued an analysis of the new schedule 
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of rates for electric current submitted by 
the Public Service Company of Indiana. The 
mayor said that the reductions amount to 
from 4 to 33 per cent in various classifications 
affected. 

In Mishawaka the common council on De- 
cember lst voted unanimously to delay final 
action on the proposed municipal power plant 
survey ordinance until early in January antici- 
pating favorable results from the promised 
rate conference between city leaders and 
officials of the Indiana and Michigan Electric 
Company, according to a dispatch to the 
South Bend Tribune of December Ist. 

The proposed ordinance calls for an appro- 
priation of $1,000 for a survey by a compe- 
tent engineer of Mishawaka prospects for 
saving large sums of money through the 
operation of its own power plant. A con- 
ference, however, has been promised by the 
officials of the Indiana and Michigan Electric 
Company for the latter part of December, 
and it was the opinion of most of the council- 
men that the utilities should be given a fair 
opportunity to offer a reduction before the 
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ordinance authorizing the survey was passed. 

In the city of Goshen the Northern Indiana 
Public Service Company took steps volun- 
tarily to reduce rates 10 per cent and filed 
with the public service commission revised 
schedules which if approved will cancel exist- 
ing block and service charges and replace 
the large user’s rate in residential service. 

Meantime, the South Bend Tribune on 
December 9th reports considerable speculation 
as to the fate of the present petition of the 
cities of South Bend, Mishawaka, and Elkhart 
to compel the Northern Indiana Public Serv- 
ice Company to lower its gas rates in those 
cities because of a report that Governor-elect 
Paul V. McNutt was almost certain to make 
a complete change in the personnel of the 
Indiana Public Service Commission, before 
which the joint petitions are pending. 

Whether a change in the commission’s 
personnel would necessitate a refiling of the 
petitions or whether the new personnel would 
proceed from the point where the old com- 
missioners left off, were questions of con- 
siderable controversy. 


Maryland 


Neighboring Commissions to 
Hold Joint Hearings 


HE District of Columbia Public Utilities 

Commission and the Maryland Public 
Service Commission will hold joint hearings 
on valuations of the Washington and George- 
town Gas Light companies and related com- 
panies operating in Maryland next February, 
according to an announcement of the District 
of Columbia Commission on December Ist, 
in accepting a bid from Chairman Harold E. 
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West of the Maryland body for the joint 
sessions, 

The valuation hearings all will be held in 
Washington, and members of the Maryland 
commission will sit with the District com- 
mission through the hearings. 

This unprecedented procedure happens be- 
cause both commissions are engaged in ap- 
praisals of property of the gas companies 
which operate on both sides of the District 
line. The new procedure is designed to save 
both time and money, since the same type 
of evidence will be given. 


Massachusetts 


Division of Regulatory Law 
Aided by State Board 


or the “protection of the traditional 

method of regulation of rates in Massa- 
chusetts and the protection of the interests 
of the public,” the state department of public 
utilities, as part of its annual recommenda- 
tions to the incoming legislature, requests the 
liberalizing of the existing statute governing 
the establishment of municipal lighting plants. 

The department also suggests the passage 
of legislation to prohibit the borrowing by 
gas, electric, and water companies of amounts 


“in excess of 20 per cent of the par value 
of its outstanding capital plus the premium 
paid thereon” unless the approval of the de- 
partment is first obtained 

A third legislative recommendation would 
require the filing with the department of 
copies of contracts between operating com- 
panies and affiliated companies, for any kind 
of services for which the operating companies 
pay a fee, salary, or commission. 

In another recommendation the department 
suggests a change in the smoke abatement 
statute to provide for the assessment of a 
fee for the approval of plans for a change 
in a heating plant. 
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In a general discussion of the holding com- 
pany problem, the report reiterates that such 
a question should not be confused with the 
regulation of public utilities. The commis- 
sioners declare that the main object of the 
regulation of utilities is to secure reasonable 
rates and efficient service without discrimina- 
tion. Legislation, whether Federal or state, 
to regulate a holding company as an operat- 
ing company, would be likely to “impair the 
securing of the main object.” 


“Apart from the regulation of the operat- 
ing company in its dealings with the holding 
company, we think the evils arising from 
the activities of the holding company should 
be dealt with as a ‘blue sky’ problem or by 
direct criminal statutes,” the department 
states. It was pointed out that holding com- 
pany abuses have not been as apparent in 
Massachusetts as in other states. This is 
believed due to an earlier regulation of the 
utilities in that commonwealth. 


<= 
Missouri 


Power Company Seeks Permit 
to Build Dam 


HE Gasconade River Power Company of 

Kansas City, Missouri, has applied to 
the Federal Power Commission for a power 
license to construct a dam and power unit 
in Phelps and Pulaski counties, Missouri, 
with a storage capacity of approximately 
511,000 acre feet, according to information 
made available at the commission in Wash- 
ington on December 12, 1932. 

The company proposes to construct a con- 
crete gravity-type dam 130 feet high and 
about 1,840 feet long in the river near Arling- 
ton. An open type power house and step-up 
substation would be constructed integral with 
the dam. 

Proposed installation consists of four main 


vertical generating units having a total capac- 
ity of 60,000 horsepower. 


* 


Utility Official Feted for 
Rate Cut 


Ae of gratitude was held in the 
Kansas City Athletic Club November 
22nd by the Business District League of 
Kansas City in honor of Joseph F. Porter, 
president of the Kansas City Power and 
Light Company. During the preceding week 
the company had announced a rate reduction 
averaging 124 per cent to commercial users. 
The Kansas City business men made it clear 
that they believed Mr. Porter was responsible 
for the reduction in their behalf, according 
to a dispatch to the Kansas City Times. 
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Montana 


Taxpayers Only May Vote on 
Public Debt Measures 


OF taxpayers may vote hereafter on 
issues creating public“ debt, according to 
a measure approved by the Montana electors 


at the November election. The state canvass- 
ing board has completed the official count 
of the vote. It appears that the measure 
will affect any action that may be necessary 
by the electors of any municipal community 
for the purposes of investing in municipal 
utility plants. 
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New Jersey 


Statewide Rate Cut Announced 


R"ys00,000 in gas and electric rates totaling 
000,000 a year by the Public Service 
Elect and Gas Company, effective January 
1, 1933, were announced on December 9th 
by the New Jersey Board of Public Utility 
Commissioners. 
All but $250,000 of the decrease, which is 


applicable to gas rates in the larger block 
consumption, relates to electric charges. 
Domestic users of electricity receive the 
greatest portion of the cut, their saving being 
placed at $1,400,000 a year. The ponder 
results from a modification of commer 
lighting rates. 

The revised schedules are the product of 
extended conferences between the board and 
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the company growing from a considerable 
demand by municipalities and consumer 
groups that service costs be lowered. 

The original demand for a reduction in 
rates to consumers was made by City Com- 
missioner George W. Page of Trenton, ac- 
cording to a statement in the Trenton Times. 

The decrease is not as great as that sug- 
gested by the board, which sought at least 
a $2,000,000 cut on electric rates alone, but 
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was accepted as the best that could be had 
under present conditions. In announcing that 
it would permit the rates to become effective 
in the form submitted, the board said that 
it was doing so without passing upon the 
property value of the company and other ele- 
ments that enter into rate determinations. 
By this procedure, it was remarked, benefits 
accrue earlier than otherwise would be the 
case. 


New York 


Moratorium on Rate “Re- 
duction” Asked 
AS 


the result of protests that new com- 

mercial rates which the New York 
Power and Light Company claimed would 
bring a saving of approximately $170,000 
a year to large consumers in Albany, were 
actually resulting in higher rates ranging 
from 20 to 50 per cent by manufacturers, 
apartment house owners, and other large 
users, Mayor Thacher of Albany proposed a 
“moratorium” on the new commercial power 
rates schedule until industry returns to 
normal and can take advantage of lower rates 
offered for capacity consumption. The com- 
pany, however, asked upon December 8th 
that no formal complaint be made before the 
state commission in consideration of the 
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company’s promise to make satisfactory ad- 
justments in each case. A truce followed. 


* 


Yonkers Electric Company Gets 
Trial of Rate Cut Offer 
A* agreement under which Yonkers con- 

sumers would receive the immediate 
benefit of rate reductions offered by the 
Yonkers Electric Light and Power Company 
and still reserve the right to seek even lower 
rates following an investigation by the public 
service commission was tentatively adopted 
November 28th after a 3-hour conference 
in which representatives of the city, the com- 


mission, the lighting company, and the local 
chamber of commerce participated. 


North Carolina 


Statewide Telephone and Gas 
Rate Probe Delayed 


A® extended study of the gas and tele- 
phone rate situation by members of the 
corporation commission and its staff have 
produced indications that there will be no 
winding up of the rate-cutting program em- 
barked upon by the commission last July 
before the general assembly meets on January 
4, 1933, according to a dispatch in the Raleigh 
News & Observer. 

The item stated that it was doubtful 
whether the business could be completed be- 
fore the end of the legislature because of 
complications exceeding those which strung 
the recent power rate negotiations over the 
period of five months ending last November. 
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The power rate parleys resulted in substan- 
tial reductions. 


* 


Bill for Stricter Regulation 
Drafted 


ouGcH draft of legislation for the regula- 

tion of public utilities of North Caro- 
lina has been completed and will be put into 
finished form for presentation to the current 
session of the state legislature, according to 
an announcement of President C. A. Mees 
of the Fair Utility Rate Association. 

The proposed legislation will provide for 
close regulation of all public utilities in North 
Carolina and for drastic changes in the 
powers and set-up of the state commission. 
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Ohio 


Proposed Akron Gas Rate 
Cut Ignored 


GNORING an offer of the Ohio Edison to 

reduce Akron natural gas rates on an 
average of 5 per cent through all domestic 
brackets and 10 per cent through all com- 
mercial brackets which would mean a net 
saving to domestic consumers of over $30,000 
a year and to commercial consumers of nearly 
$90,000 a year, the members of Akron’s city 
council on December Ist were preparing to 
receive legislation setting up a flat 45-cent 
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rate in Akron, according to a dispatch in 
the Akron Beacon Journal of that date. The 
proposed 45-cent ordinance was said to be 
the city council’s reply to the refusal of the 
East Ohio Gas Company to accept a 63-45- 
cent ordinance approved by the Akron elec- 
torate of November 8th. The existing rate 
in Akron is 83 cents for the first 300 feet 
= 50 cents for each additional thousand 
eet. 

It was the opinion of the councilmen that 
the city was headed for litigation anyhow 
and an effort should be made to get the 
lowest possible rate. 


Oregon 


Portland Telephone Rate 
Probe Began 


A= asking authority to open negotiations 
with the telephone company looking 
toward lower rates in the city of Portland, 
Commissioner J. E. Bennett was authorized 
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by the city council of Portland to confer 
with telephone officials with a view to the 
end of obtaining reductions in telephone rates. 
Mr. Bennett announced that his attitude was 
going to be that the rates of the telephone 
company were too high and that the burden 
of proof of sustaining them would be upon 
the company. 


Pennsylvania 


Communities Seek Utility 
Rate Parley 


Ep Seeransenece from ten townships in the 
vicinity of Pittsburgh sought conferences 
with officials of the Duquesne Light Company, 
the Suburban Water Company, and the 
Manufacturers’ Light & Heat Company on 
rate reductions, following a meeting on No- 
vember 28th. 

Officials and taxpayers of Avalon, Ben 
Avon, Ben Avon Heights, Emsworth, Belle- 
vue, West View, McKees Rocks, Stowe, Ross, 
and Neville townships will attend the joint 
sessions with utility heads, according -to a 
— in the Pittsburgh Press of November 


¥ 


Wider Commission Jurisdiction 
Urged 


ECOMMENDATIONS for amendments to the 
Public Service Company Law to give 
the Pennsylvania commission control over 
contracts between utilities and holding com- 
panies, and over the issuance of securities by 
utilities, are set forth in a letter from the 


Pennsylvania Public Service Commission to 
the Special Senate Investigating Committee, 
according to a dispatch of December 15th to 
the United States Daily. 

The letter was signed by Clyde L. King, 
S. Ray Shelby, Samuel Walker, George W. 
Woodruff, Frederick P. Gruenberg, P. S. 
StahInecker, and C. J. Goodenough, consti- 
tuting the entire membership of the com- 
mission. It was sent at the request of the 
committee for a statement concerning needed 
amendments. 


ia 


Lower Gas Rates for Philadel- 
phia Urged 


HE retail rate for gas in Philadelphia in 

1933 should be 86 cents a thousand cubic 
feet, S. Davis Wilson, special counsel for 
Controller Hadley, declared on November 
29th in submitting an audit of the Philadel- 
phia Gas Works Company. 

The present rate is 90 cents per thousand 
for the first 2,000 cubic feet and 85 cents for 
the next 48,000 cubic feet. Mr. Wilson de- 
clared that if the company would discontinue 
the purchase of gas and produce it all in the 
city-owned plants the rate could be reduced 
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to 793 cents which would lower retail rates. 

The report, which was forwarded to the 
city council by Mr. Hadley, urged the aboli- 
tion of the Municipal Gas Commission by 


e 


modifying the city’s contract with the United 
Gas Improvement Company to permit fixing 
of the gas rate by the Pennsylvania Public 
Service Commission. 


South Carolina 


City Regrets Commission 
Action 


|B gor gee nag has been registered by 
city officials of Greenville over the ac- 
tion of the South Carolina commission in 
refusing a voluntary rate reduction offered 
by the Southern Public Utilities Company 
for gas and electric service. Mayor A. C. 
Mann suggested that the city council by a 


e 


committee investigate and see if the proposed 
rates would actually result in substantial re- 
duction. His suggestion was adopted and 
the committee was also authorized to sound 
out other municipalities in the state to see 
whether the adoption of the reductions 
would not be advisable. Mayor A. C. Mann 
claimed that the proposed rates would save 
Greenville consumers from $10,000 to $15,000 
a month, and might, therefore, be adopted 
in the public interest. 


Texas 


Galveston Utility Protests 
Rate Cut 


|B pst noes that there were any grounds 
whatever for any decrease in natural 
gas rates in Galveston, but that “an increase 
would be justifiable” the Texas Cities Gas 
Company filed with the board of city com- 
missioners on December Ist an answer to 
the report of the appraisal of the gas com- 
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pany properties made by Burns and Mc- 
Donnell, engineering company. 

The answer, signed by H. C. Morris, presi- 
dent of the utility, attacked the valuation and 
estimates made by the engineering firm and 
called attention to alleged errors made in the 
report. 

The company claims that the present rates 
are not and cannot be sufficient to give them 
even a 7 per cent return and that an increase 
in gas rates would be justified. 


Washington 


Municipal Plant Voluntarily 
Cuts Rates 


| charged consumers by the Sumas 
Municipal Light and Power plant were 


generally reduced on December 1, 1932, 


e 


through the adoption of a new rate ordinance 
by the city council. 

Under the new rate the first 50 kilowatt 
hours of power will cost the consumers 5.4 
cents per kilowatt hour as compared to 6.41 
cents under the former schedule of electric 
rates. 


Wisconsin 


Milwaukee Attorney Wants 
Power Rate Cut 


A*. emergency decree reducing electric 
light rates in Milwaukee in the same 
fashion as the rates of the Wisconsin Tele- 
phone Company were reduced last June by 
the Wisconsin commission was sought De- 
cember Ist in a petition submitted to the 
commission by City Attorney Max Raskin. 
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The petition also asks an investigation of 
rates, services, financial structure, policies, 
books, accounts, properties, and activities of 
the electric company furnishing service in 
that city. 

Mr. Raskin cited the economic distress of 
80,000 persons out of work in Milwaukee. 
He claimed to have definite evidence of the 
reduced earning power of Milwaukee’s citi- 
zens which was an indication that power 
rates should be reduced. 








The Latest Utility Rulings 





Wisconsin Commission Bases Annual Depreciation on Book Cost 


TATE commissions continue to voice 
their opposition to the ruling of the 
United States Supreme Court made 
three years ago in United Railways & 
Electric Co. v. West (280 U. S. 234, 
P.U.R.1930A, 225) which required an- 
nual depreciation allowance to be based 
upon present fair value instead of upon 
original or book cost. A few weeks 
ago Chairman Maltbie of the New York 
commission in Re Yonkers Railway 
Company (decided October 31, 1932) 
flatly refused to follow the Supreme 
Court’s ruling. Now comes the Wis- 
consin commission with an opinion in 
which it expresses disagreement with 
the Supreme Court’s conclusion, al- 
though at the same time it fixes an 
allowance for annual depreciation based 
on book cost in such a manner as to 
conform, according to the Wisconsin 
commission’s reasoning, to the require- 
ments of the highest court’s decision. 
Just how these apparently conflicting 
views could be brought into harmony 
is very interesting. This is the way the 
Wisconsin commission worked it out: 
It appears, according to the commis- 
sion, that the Mondovi Telephone Com- 
pany has for a number of years been 
financing capital expenditures for plant 
additions and other improvements out 
of unwarranted, unnecessary, and ex- 
cessive charges to operating expenses 
. for annual depreciation. In this man- 
ner, the commission stated, the utility 
customers over a period of years have 
been compelled to make “involuntary 
contributions” to the utility’s capital 
account. Following its established 
practice, the commission refused to 
allow the value of the customers’ dona- 
tions to be again capitalized against 
themselves by being included in the 
rate base. Accordingly, when the utility 
presented appraisals of “present value,” 


which included the value of these in- 
voluntary contributions, the commis- 
sion rejected the appraisals as untrust- 
worthy. Having rejected the company’s 
appraisal evidence, the commission then 
found that the book cost of the com- 
pany’s properties, based upon the pe- 
riodical sworn statements of the com- 
pany to the commission over the period 
of years in question, was the only re- 
maining available evidence. And so 
the commission adopted the book cost 
as the basis for constructing the rate 
base. This treatment is somewhat anal- 
ogous to “best evidence” rule in law, 
which permits parole evidence to be 
received as to the contents of a lost 
document or as to the original contents 
of a document proven to be mutilated 
or tampered with. 
Having computed the rate base of th 

utility in this manner upon book cost, 
the commission felt that it could not 
logically attempt to fix the annual de- 
preciation charge upon present value, 
giving consideration to reproduction 
cost as apparently required by the Su- 
preme Court’s decision above mentioned, 
and so the commission stated : 


“The solution to the problem set out 
above depends in the first instance, under 
depreciation accounting, upon the selection 
of a proper depreciation base. In United 
Railways & Electric Company v. West 
(1930) 280 U. S. 234, the United States 
Supreme Court had before it the question 
of a proper depreciation base. Under the 
circumstances of the case before the court, 
a majority of the court apparently felt that 
the original cost of the property, if this 
did not represent fair present value, should 
not be used for the depreciation base. This 
seems to mean that present value—or cost 
of replacement in the case before the court 
—should be used in determining a deprecia- 
tion base. The meaning of the court is 
not altogether free from doubt. But if the 
interpretation stated above is correct, we 
do not agree. We believe that if the 


















subject were properly presented to the court 
and thoroughly elucidated, the above inter- 
pretation would be abandoned, amended, or 
at least clarified because of the practical 
difficulties of giving effect to such an in- 
terpretation. A clear explanation of the 
subject is given by Chairman Maltbie of 
the New York Public Service Commission 
in a recent case. Re The Yonkers Railroad 
Co. Case No. 6364, October 31, 1932. 

“Tt is unnecessary to elaborate our views 
on this subject because on the record be- 
fore us in this case, the depreciation base 
found to be reasonable is in accordance 
with our understanding of the court’s rul- 
ing in the above-cited case. The court 
stated: ‘It is the settled rule of this court 
that the rate base is present valtie, and it 
would be wholly illogical to adopt a differ- 
ent rule for depreciation.’ Apparently, 
therefore, it is the court’s view that the 
depreciation base should be in harmony 
with the rate base, or, stated in other words, 
whatever is the measure of present value 
in determining a rate base logically should 
also be the basis for determining an annual 
depreciation allowance. Following this 





gk Alabama commission on De- 
cember 3rd issued an order requir- 
ing the Alabama Power Company to 
increase its retirement reserve because 
it was said that a balance of 2 per cent 
reserve account is too small for a prop- 
erty of the character involved, accord- 
ing to a dispatch in the United States 
Daily. 

The order was issued in connection 
with the commissions’s recent general 
order directing public utilities in the 
state not to pay dividends on common 
stock unless and until earned. Subject 
to compliance by the Alabama Power 
Company with the present order for the 
accrual through operating expenses to 
retirement reserve in the amount of 
$900,000 and the further amount of 
$200,000 from surplus, making a mini- 
mum total of $1,100,000 for the calen- 
dar year 1932, the general order was 
discontinued with respect to this com- 
pany. 

The commission’s decision pointed 
out that the utility had approximately 
$200,000,000 less in its reserve account 
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Alabama Power Company Told to Add to Depreciation Reserve 





principle, since on this record the appraisal 
values are found to be unreliable measures 
of a reasonable rate base, we are not justi- 
fied in giving weight to the appraisal figu 
in determining a fair depreciation base.” 


The commission decided that, con- 
sidering the prevailing conditions under 
which this particular company operated, 
a rate of return of 7 per cent would 
be all that would be necessary to attract 
capital which the company might rea- 
sonably need in the immediate future, 
although the rate reductions which 
followed were calculated to yield a re- 
turn of approximately 7.09 per cent on 
the rate base as found by the com- 
mission. The rates previously in effect 
were found by the commission to have 
yielded a return of approximately 11.34 
per cent on the same rate base used to 
measure the new rates. Re Mondovi 
Telephone Co. U-4167. 






on August 31, 1932, than at the end 
of the calendar year 1927, although 
during the period from December 31, 
1927, to August 31, 1932, the company’s 
capital investment showed an increase 
of $34,000,000. The balance in the re- 
serve account was estimated to be about 
2 per cent of the present reported fixed 
capital investment. This, in the opinion 
of the commission, was too small for a 
property of the character involved and 
should be materially increased. 

The order gave particular considera- 
tion to the street railway company in 
connection with the proper reserves to 
be set up, because it was said that these 
properties should be considered as 
“moribund,” since over a period of ten 
years or more the street railway prop- 
erties of the company could not earn 
operating expenses, let alone a fair re- 
turn. 

Accordingly, it was said that the rail- 
way properties could not be expected in 
the future to earn a fair return unless 
changes occur which no one can now 
foresee, and that, on the other hand, the 
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company should be setting up sufficient 
reserves against the day when said 
properties may have to be abandoned. 
It was noticed that the company’s street 


railway properties were very small as 
compared to the capital invested in other 
types of utility service. Re Alabama 
Power Co. 
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Customer Contributions and Hard Times Affect Utility Earnings 


i: Wisconsin commission, in 
granting an emergency rate reduc- 
tion on complaint of twenty-six cus- 
tomers of a utility operating as a sole 
proprietorship, held that a rate of return 
of 6 per cent on the rate base (which 
was equal to about 6.7 per cent on the 
apparent proprietary book investment 
of the owner) was reasonable. The 
opinion states: 


“At a time when the incomes of con- 
sumers are drastically curtailed and the 
earnings of virtually all businesses have 
so shrunk that many are glad not to lose 
money, we do not feel that a utility is 
reasonably entitled-to the same percentage 
rate of return as was permitted in a time 
of prosperity. A utility enterprise, being a 
public business, should share somewhat 
with its customers the burdens of a 
drastic economic depression. Especially is 
this reasonable, when the enterprise is in 
sound financial condition, has ample re- 
serves, and has no immediate needs for 
capital, as in this case. Furthermore, the 
order to be issued in this case is an interim 
order, pending completion of the investiga- 
tion.” 


In computing the rate base on the 
book value of the utility, the commis- 
sion deducted the amount of customer 
contributions as reported, not only as 
to the value of donated property, but as 
to the value of labor actually performed 
by the customers themselves. The opin- 
ion stated: 


“It appears that a number of such con- 
tributions were made in the form of labor; 
that is, the utility furnished the materials 
and a foreman while the actual building 
of the line, such as digging post holes, 
trimming trees, and stringing wire, was 
done by the prospective consumers. In 
other cases the customers financed the com- 
pleted line and transferred title to the 
utility. Evidently no standard extension 
policy has been followed, and there is grave 
doubt as to the accuracy of the amount 
of customer contributions shown on the 
books of the utility. To determine the 
equities involved in each extension project 
would require an extensive field investiga- 
tion, involving the visiting of each customer 
concerned and seeking out old records like- 
ly to be mislaid or even lost.” 


Lewis v. Neshonoc Light & Power Co. 
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Combined Passenger and Freight Street Railway Cars Forbidden 


ACK in 1930 when the street rail- 

way company operating in the city 
of Milwaukee commenced to operate 
freight cars over the city railway tracks, 
the city of Milwaukee obtained from 
the Wisconsin Supreme Court an order 
to restrain the utility from unlawfully 
operating such cars. The court’s opin- 
ion was based upon the fact that the 
company’s franchises did not authorize 
the operation of cars to be used exclu- 
sively for the transportation of freight. 
The opinion did not definitely state, 
however, that the transportation of 
freight over the street railway tracks 
would be unlawful under any circum- 
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stances and so, subsequently, the rail- 
way company remodeled a certain num- 
ber of its passenger cars by devoting 
about two thirds to freight transporta- 
tion and one third to the accommoda- 
tion of passengers. The city again 
sought to restrain the operation of this 
type of street car. 

The supreme court of Wisconsin held 
that its former opinion did not definitely 
foreclose the right of the street railway 
company to carry freight. It was point- 
ed out that the right to carry freight 
was to be incidental to its main business 
of transporting passengers. This, the 
opinion continued, did not authorize the 
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operation of street cars for freight and 
“incidentally” for passenger service; in 
other words, the right of the company 
to operate cars at all over the streets 
of Milwaukee was based on the fran- 
chise rates to operate cars primarily 
designed for passenger service. The 
court said that a freight train does not 
become a passenger train because it is 
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equipped with a caboose in which pas- 
sengers may ride. The court according- 
ly granted the city’s plea for a restrain- 
ing order but pointed out that the com- 
pany was still authorized to transport 
freight provided that it was merely in- 
cidental to the transportation of passen- 
gers. Milwaukee v. Milwaukee Electric 
Railway & Light Co. 


California Commission May Regulate Irrigation Service 
_ As a Utility 


HE California Supreme Court on 
ge same day twice sustained the 
jurisdiction of the railroad commission 
of that state over irrigation rates. In 
the first case the stockholders of a cer- 
tain water company rendering irrigation 
service contended that the commission 
was estopped from asserting the public 
utility character of the water company 
because the company had, for a con- 
siderable period, transacted business as 
a mutual company and had secured in- 
vestments by stockholders including the 
petitioners on the strength of its pur- 
ported mutual character. The court 
held, however, that there could be no 
ground for estoppel against the public 
right of regulation. It was pointed out 
that the stockholders would not be de- 
prived of any property without due 
process, since under the commission’s 
order they would get the needed amount 
of service at a regulated cost. It did 
not appear whether the stockholders 
would gain or lose by the process, but 
there was no apparent reason to believe 
that they would fare substantially worse. 
It was also pointed out that the stock- 
holders could present their alleged right 
of preferential consideration at the com- 
mission hearing, but, having failed to 
ask for a rehearing of the commission’s 
order before it became effective, the 
court held that further relief was pre- 
cluded. 

The second case turned on the ques- 
tion of whether certain irrigation com- 


panies were corporations “owning, con- 
trolling, operating, or managing a water 
system” which “sells, leases, rents, or 
delivers water to any person, firm, pri- 
vate corporation, municipality, or any 
other political subdivision of the state,” 
or whether such petitioners were utili- 
ties covered under the Public Utilities 
Act as amended in 1919 (Stats. 1919, 
p. 493). The court held that whether 
or not a corporation had attained a 
public utility status was a question of 
fact within the jurisdiction of the rail- 
road commission to determine. It was 
held further that where the commission 
has, upon substantial evidence, deter- 
mined that a public utility status exists, 
the state court has had no power to 
alter or vacate the decision of the com- 
mission. It was observed that the com- 
mission had substantial evidence to sup- 
port its order since there was indication 
that the predecessors in interest of the 
water companies had offered service to 
the public and had made contracts by 
indicating a dedication of property to 
the public use. It was also shown that 
the water company was controlled by a 
power company which was also the peti- 
tioner. The commission had held that 
the water company was alter ego of 
the power company in the sale of water 
rights. The order of the commission 
from which an appeal had been taken 
was affirmed. Albin et al. v. Railroad 
Commission; Western Canal Co. et al. v. 
Railroad Commission. 









